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Current Business Trends 


Reconversion in Reverse 


MARKED decline in industrial activity has re- 

placed the strong recovery of the closing months 
of 1945. Increasing evidence of sharp upward price 
movements has also succeeded the mild strength of 
last year’s commodity prices. This evidence of a higher 
price pattern is to be found not only in actual price 
increases in recent weeks but more significantly in 
official statements tying price increases with wage 
raises in several basic industries. 


Chart 1: Industrial Production and Freight 
Carloadings 
Source: Federal Reserve 
Index Numbers, 1935-1939=100; Seasonally Adjusted 
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With the whole national economy revolving around 
the wage-price axis, industry slowed down at the end 
of January to a lower pace than had been reached at 
any time in the early stages of reconversion. Postwar 
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recovery had extended from the latter part of October 
through the early part of December. At that point 
the trend became obscured by differences among 
weekly indicators. However, there can be little doubt 
that after a fairly high stage in the early part of 
January, as compared with the previous few months, 
industrial activity fell quickly to its lowest level since 
late 1940. 


MOST INDEXES ADVANCE 


Of the various indexes of general business trends, 
that of the Federal Reserve stands almost alone in 
indicating a decline from November to December, 
although all agree on the previous month’s recovery. 
The Guaranty Trust and Standard & Poor’s indexes 
were cach slightly higher in December than Novem- 
ber. A utility company’s industrial index also edged 
up. Among the weekly indexes, averaged to an ap- 
proximate monthly basis, two rose and one declined 
very slightly.1 The Business Week index has closely 
paralleled the Federal Reserve but showed its most 
noticeable exception in December. 

The Federal Reserve adjusted index fell 22.4% 
from July to October, while declines of four others 
ranged between 13% and 32%. The net decline of 
the Reserve index from July to December was 21.9%, 
while for the others it was between 7% and 27%. An- 
other important difference lies in the net recovery 
from October to December, the Reserve index show- 
ing only 0.6% while four others range from 6.6% to 
8.2%. The seasonally adjusted index of carloadings 
declined only 8.6% from July to December. 

Practically all these indexes, including that on car- 
loadings, agree in showing December about on the 

1The New York Times, Barron’s and Business Week, 


58 THE CONFERENCE BOARD 


Chart 2: Wholesale Commodity Prices at End 


of Two Wars 
Source: Bureau of Labor Statistics 
Index Numbers, 1926=100 
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same level as shortly before midyear in 1941. (See 
Chart 1.) 


PRICES RESTRAIN PRODUCTION 


Strikes have been the greatest limitation on pro- 
duction in the past month or so, but it is significant 
to note that cotton consumption in the closing months 
of 1945, without strike trouble, was exceptionally low. 
In the face of strong textile demand and improving 
general labor supply, this anomalous cotton situation 
is asserted by men in the industry to arise from stifling 
price regulations. (See Chart 4.) In various other 
industries, price problems are acute, aside from steel 
and brass, where the link to wages has already ar- 
rived at a critical stage. (See discussion of metal 
prices on page 65.) 

Continued strength in wholesale prices for a num- 


Chart 3: Bituminous Coal Production 
Source: Bureau of Mines 
Millions of Short Tons 
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Chart 4: Cotton Consumption and Industrial 
Production 
Sources: Bureau of the Census; Federal Reserve 
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ber of months following the end of fighting differs 
markedly from the situation at the end of World War 
I. (See Chart 2.) This is all the more interesting in 
view of the current emphasis on holding prices down. 
However, prices have remained much lower than in 
1918-1919. 


WAGES GO UP 


One of the significant current. considerations is the 
probability of an exceptionally abrupt rise in a num- 
ber of basic commodities, owing to the wage link. This 
would have strong bearing on industrial costs and 
add pressure to the price spiral, -particularly where 
metals are used in large quantities. This situation is 
further complicated by the fact that the steelworkers’ 
union is recognized in many plants consuming steel 
as well as in mills producing steel. 


Chart 5: Consumption of Chemicals 
Source: Chemical and Metallurgical Engineering 
Index Numbers, 1935=100 
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Along with the recovery in industry late in 1945, 
employment and wage rates also increased. A larger 
number of industrial workers (4.2%) received rate 
increases than at any other time since November, 
1942.1 Increases of those affected amounted to 9.5%. 
Industrial employment recovered in November from 
its low point of recent years and nonagricultural em- 
ployment continued to rise in December. 

Strong wage and employment trends, in addition 
to their direct bearing on prices and purchasing 
power, have implications for the agricultural situation 
to which little public attention has as yet been given. 
Wide and rapid increases in industrial wage rates 
might logically be expected to affect rates paid by 
farmers, even though farm rates have gone up stb- 
stantially more percentagewise in the past fifteen 
years than manufacturing wage rates. 


FOOD-PRICE RELATIONSHIPS . 


A new phase in economic turmoil is the movement 
among farmers in some midwestern localities to with- 
hold their produce from market because strikes have 
prevented them from obtaining new implements and 
household equipment. This tendency, together with 
the wage relationships, raises the question whether 
industrial wages can be substantially, increased with- 
out corresponding reflection in prices of food and 
fibers. 

Despite industrial conditions, department store 
sales in recent weeks have continued to register big 
gains over a year ago, of around 13% to 19%. Al- 
though there are various other evidences of vitality 
in the business situation, such as new high prices of 
securities and a rapid yearly increase in construction 
contracts, vast and difficult problems remain to be 
solved in adjusting prices and costs to levels that will 
promote the efficient flow of goods and services. 


Wi11aM J. Note 
Division of Business Economics 
1The Conference Board Management Record, January, 1946 
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Current Meat Supply 


Easier 


HE preliminary production goal for 1946 recently 
A pera by the Department of Agriculture 
calls for a decrease of 1.4 million head in the beef cat- 
tle population. This probably would bring the beef 
herd below 40 million, equal to .29 of an animal unit 
per capita and apparently less than the number per 
capita in 1919. On a weight basis, the discrepancy 
is undoubtedly even greater. 

Present practice generally is to encourage short 
feeding since the price spread between heavy-fed and 
light-fed cattle is relatively narrow. Feed prices are 
high. Beef poundage per animal unit may have in- 
creased because of the recent meat strike, which cut 
cattle movements and encouraged longer feeding. 

Major feed grain! crops in 1945 totaled 118 million 
tons, 29 million above the 1935-39 average and almost 
35% above the 1930-39 average. Estimates of wet corn 
varied up to 20% of total corn yield. On a slightly 
lower basis, perhaps 10% of the major feed grains 
could not be stored and had to be fed to stock. 


HIGH CONSUMER DEMAND 


Heavy consumer demand for red meat, choice or 
not so choice, is indicated by the upsurge of black 
marketing during the recent meat strike. An extra- 
ordinary demand for meat at any price is also indi- 
catéd by livestock prices at western markets. Almost 
all grades of meat on the hoof, whether choice or 
medium, are uniformly well above quotations a year 
ago. Even short-fed? cattle are getting good prices. 


1Corn, oats, barley, and sorghum for grain. 
°Grain-fed for about thirty days. 


FEDERAL FINANCIAL STATISTICS 
Source: Treasury Department 
Millions of Dollars 
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Consumer demand has been uniformly high, but it 
has apparently not prevented a cut in dollar volume 
of meat production from 1944. Two leading packers 
reported sales of $2.5 billion in 1945 as against $3 
billion in 1944. Sales of the leading packers are usu- 
ally proportional to the industry’s total sales. These 
declines did not match the trend in disposable income, 
which remained unchanged from 1944. In the past, 
indexes for disposable income and dollar volume of 
meat production ran fairly close. 


Weekly Slaughter of Livestock at Fifteen Centers 
Source: The National Provisioner 
Thousands of Head 


Elimination of subsidy payments to livestock pro- 
ducers, and resultant meat price adjustments, may 
have an important bearing on the packers’ earnings. 
Increased payments by packers for livestock might 
also result in higher listings of expenses on tax state- 
ments. 

Whatever the fate of subsidies, light feeding later 
this year to conserve feed will hold down feeder costs. 
Export requirements will encourage thorough culling 
of cattle to eliminate less profitable animals. 

One factor likely to affect the civilian supply-de- 
mand picture this year is revision of beef set-asides. 
At last report, these were 30% of the better grades of 
beef and somewhat higher on utility and other low 
grades. The reinstitution of set-asides on better meats 
was reportedly to help the Army to obtain needed 
supplies. 

Another factor is the Administration’s decision to 
export 1.6 billion pounds of meat to Europe and pos- 
sibly other shortage areas. Shipment of fats and oils 
and grain products will curtail civilian consumption 
of these products to wartime levels. 

With heavier civilian supplies of red meat early this 
year, substitutes have not fared too well. Poultry 
shipments to city have been heavier while demand is 
expected to taper off. As a result, poultry prices may 
recede somewhat. Pork supplies are also expected to 
move in higher volume. Much of this increased vol- 
ume may be attributed to heavy feeding, which has 
increased average weights per animal. 

Increased weight of hogs should benefit fats and 
oils output. Lard output in December, 1945, was 


301 million pounds as against 180 million pounds last 
December. The year’s total was still about 60% of 
1944. 

The 87-million-head pig crop, slightly larger than 
the 1944 crop in number, may be even bigger in terms 
of weight. 

Increased supplies of hogs, together with antici- 
pated higher beef offerings, have made buyers more 
critical in their pork purchases. 


MEAT AND CATTLE HOLDINGS 


Cold-storage holdings of meat on January 1 were 
some 20% below the five-year average for that date, 
totaling 611 million pounds. Almost all of this drop 
can be attributed to lowered pork holdings. Storaged 
meat volume is better than a year ago. The Depart- 
ment of Agriculture appears to favor far smaller herds 
than are now on the range and appears favorably dis- 
posed toward higher price ceilings, subsidy or no sub- 
sidy. The continuation of subsidies until June 30— 
this is apparently a final decision by the stabilization 
administrator—should remove any possibility of price 
fluctuations and make toward orderly revisions in 
ceilings. 

High holdings of cattle on farms together with 
heavier feeding in the feed lots, especially of soft and 
wet corn, indicate that sharply increased quantities of 
beef may be available by spring. With better prices 
likely on all cuts, the 1946 market situation promises 
to be encouraging to the cattlemen. 


THEopoRE WHITMAN 
Division of Business Economics 


Inventory Decline 


Halted 


ANUFACTURERSY’ inventories at the end of 
November were estimated at $16.6 billion, or 
about the same as reported at the end of October. 
Movement of inventories for durable and nondurable 
goods industries showed a sharp contrast. Severe cuts 
of about 25% in transportation equipment other than 
automobiles (primarily aircraft and shipbuilding) 
accounted for most of the liquidation in the durable 
goods group. Large accumulations in the finished 
goods stocks of the meat-packing, tobacco, and cot- 
ton-textile industries, accounted for the rise in non- 
durable goods inventories. 
Unless further frictions develop at critical points in 
manufacturing processes, it is likely that the decline 
in shipments, which began in May, was permanently 
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Table 1: Estimated Value of Business Inventories 
Source: Department of Commerce 
Billions of Dollars 


1945 Per Cent Change 
Beesehestacn Oct., 1945, |Nov , 1944, 
Nov. Oct. to to 
Noy., 1945 | Nov., 1945 
Manufacturers....| 16.6 | 16.6 0 -2.4 
Retailers..........| 6.8 |r 6.8 0 1.5 
Wholesalers... .... 4.2] 4.1 2.4 5.0 
LSTES Be eee Ce MELO bay es 4 0 


halted in November. Stabilization of the value of 
shipments was caused by arresting the decline of 
durable goods shipments which began in March. By 
November, the increased flow of civilian products off- 
set further cuts in the war production program and 
further liquidation of war goods. 


Big Rise in Nonferrous Metals 


Each major group in the durable goods maustries 
reported increases except electrical machinery. The 


largest rise was in nonferrous metals. Decreases in 
the daily average value of November shipments of the 
nondurable goods industries resulted from sharp de- 
clines for cotton textile and tobacco. November in- 
creases of shipments represent the first for the chemi- 
cal industries since April. 


Long-term Prospect 


The index of net new orders received by manufac- 
turers during November increased 5%. This increase, 
while smaller than the month-to-month increases im- 
mediately following the termination of the war, is 
nevertheless significant as an indicator of future in- 
creases in manufacturing activity. 

While both the durable goods and the nondurable 
goods industries participated in the increase in new 
business, the rise for the former was more than double 
that for the nondurable goods industries. 


Anita R. Korreison 
Statistical Division 


TABLE 2: MANUFACTURERS’ ORDERS, SHIPMENTS AND INVENTORIES 


Source: 


Department of Commerce 


Index Numbers, 1939=100 


Item 
November October 
Vo ELEDSOST ES a Ne i ae rl a 167.0 7166.7 
arivtule GOOUS sox) caida te det ee 175.9 | 7182.6 
Automobiles and equipment............ 175.3 | r177.6 
Tron and steel and products............. 124.4 123.0 
Nonferrous metals and products.........| 134.9 185.7 
Electrical machinery................... 284.3 | 1290.4 
Per MACHINEPY,, iors a, >, o:sus.els s.cussansseiclei ie 210.7 7206 .2 
Transportation equipment.............. 637.8 | 1824.1 
MEBNOUTADIG YOOUR. sess Jtkaes ces seas. ss 159.3 | 7152.8 
Chemicals and allied products........... 162.3 | 7161.3 
Food and kindred products............. 182.4 | r167.3 
Paper and allied products.............. 150.2 7149.1 
Petroleura TEAM FA ise. he Ses hae eee @ 116.8 7111.7 
Textile-mill products. .................. 127.7 | r121.8 
SU oe ee ee sere 204 | r 205 
LS STUER) 5s Ei ieee ech Sete PRN eae 208 | r 206 
Automobiles and equipment............ 113 102 
Tron and steel and products............. 186 182 
Nonferrous metals and products......... 205 | r 169 
Electrical machinery................... 280 | r 299 
ainenmschinenys: 25. Boge eh ay, 221 r 252 
Transportation equipment.............. 722 | r 656 
PUARRIERIUC DOOOR: ctu Votes ct crtiaas aes « 202 204 
Chemicals and allied products........... 201 r 191 
Food and kindred products............. 234 r 236 
Paper and allied products.............. 181 178 
Petroleum and coal products............ 155 r 158 
Textile-mill products................... 158 r 165 
pee Setlcinay Ayes CBN CD UE ht , 188 179 
Se ene 179 165 
Tron and steel products................. 193 | r 185 
Electrical machinery........,.......... 230 | r 198 
BPCHEY MACHINE 05 2 .3)46 Einiicie>)> 0.» =,0/8 181 | r 152 
MiganrAble POOdS. .. ss kee ee kas ee ss oes 193 188 


aValue of orders canceled exceeded new orders received 


1945 1944 Percentage Change 
October, | November, 
September August July June November peed at) Noe 
1945 1945 

7164.6 7164.3 164.1 162.7 170.8 +0.2 =—2rg 
7184.7 184.9 187.3 188.7 194.6 3.7 -9.6 
173.2 171.4 215.0 Q17.4 220.2 -1.3 20.4 
123.3 122.5 121.2 118.8 124.4 +1.1 Cork 
145.6 145.9 145.6 145.4 146.7 -0.6 -8.0 
299.1 304.3 314.0 $20.1 $20.5 —2.1 -11.3 
7209 .2 210.1 209.5 913.7 216.2 +2.2 —2.5 
819.1 821.6 791.5 794.7 873.8 —22.6 -27.0 
7147.1 145.7 143.7 139.9 149.9 +4.3 +6.3 
7159.9 158.8 156.1 153.5 154.8 +0.6 +4.8 
7158.0 156.1 154.6 143.7 184.7 +9.0 1.2 
144.9 144.0 140.0 136.0 136.2 +0.7 +10.3 
109.1 110.8 108.8 107.3 110.8 +4.6 +5.4 
115.5 115.7 118.1 116.5 118.3 +4.8 +7.9 
r 210 229 Q47 268 273 b —-25 
216 262 320 356 374 +1 44 
118 182 Q47 270 302 +11 -63 

r 194 198 238 262 249 +2 —25 
157 191 232 277 282 +21 ed 
305 397 464 505 492 -6 -43 
r 254 295 363 422 390 —12 —43 
r 796 1,233 1,594 1,735 2,413 +10 -70 
r 206 194 196 207 203 -1 b 
r 199 201 214 Q17 11 +5 -5 
r 241 213 Q21 217 Q17 -] +8 
183 173 166 185 179 +2 +1 
183 183 199 196 189 +1 -18 

r 167 165 154 198 189 —4 -16 
166 133 186 195 223 +5 -16 

r 121 r 68 179 182 232 +8 23 
119 83 176 177 212 +4 -9 
110 a 270 363 875 +16 -39 
rig a 170 153 264 +19 -31 
194 181 190 202 218 +3 -11 


bLess than 0.5% 
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Fuel Oil Supply 
Still Low 


RICE increases granted by OPA to East coast 
refineries in mid-December, 1945, to furnish an 
incentive for refiners to adjust yields to obtain larger 
amounts of heating oils and other middle distillates 
at the expense of a smaller gasoline output have failed 
as yet? to produce the desired results. Inventories of 
light fuel oil on January 26 were 3,170,000 barrels be- 
low the comparable date a year earlier. At the same 
time, gasoline inventories rose 11.5 million barrels. 
The low position in light fuel-oil stocks reflects the 
continued heavy requirements of the Navy, coupled 
with an unrationed civilian demand.? In contrast, 
gasoline purchases by the Armed Services have fallen 
far below a year ago. Both services are drawing on 
their own gasoline supplies; hence, there is little like- 
lihood that they will reenter the market until early 
spring. 


INCREASES NOT ENOUGH 


In an effort to induce refineries to step up fuel-oil 
and middle-distillate production at the expense of 
gasoline output, OPA granted increases on December 
19 of 0.2 cent a gallon on domestic house heating oil 
and .5 cent on kerosene, range oil and No. 1 fuel oil. 
These advances compare with increases recommended 
by the East Coast Fuel Oil Advisory Committee 
headed by A. J. MacIntosh of five eighths of a 
cent on kerosene, of half a cent for distillate fuel oils 
and of an additional increase of 10 cents a barrel on 
residual fuels. The committee chairman warned OPA 
that these price increases were not large enough to 
induce refiners to produce large amounts of distillates 
per barrel of crude. The declining stock situation 
appears to confirm his predictions. 

In one week, light fuel-oil supplies fell nearly 2 
million barrels, so that by January 26 inventories 
totaled 29,498,000 barrels, or 9.7% below stocks for 
the comparable date in 1945. Conversely, gasoline 
inventories increased nearly 1 million barrels to 101,- 
737,000 barrels, a year-to-year gain of 12.8%. 

Realizing that the fuel-oil situation was deteriorat- 
ing, the Office of Price Administration raised the price 
of domestic fuel oil an additional three tenths of a 
cent, effective January 24. The other prices remain 
unchanged, but the new order permits price increases 
for refineries in Western New York, Pennsylvania and 


1End of January. At mid-February first indication appeared of a 
corrective trend in supplies. 

*See “East Coast Fuel Oil Supply Critical,” The Business Record, 
December, 1945 


West Virginia, as well as for the refineries on the East 
coast. 

Meanwhile, with storage capacity of gasoline nearly 
at the saturation point, refiners all over the country 
threaten to curtail operations unless prices on fuel 
oil are increased enough to warrant adjusting refinery 
output and putting greater emphasis on fuel oil at the 
expense of gasoline. Three price cuts have voluntarily 
been made in gasoline, one in the Midwest, another 
in the Southeast and the third in the New York and 
New England area. 


Wuiiam B. Harrrr 
Division of Business Economics 


Outlook Promising for 
Furniture Industry 


HE FURNITURE industry, from manufacturer 

to retailer, is looking forward to a promising post- 
war market. Retail furniture dealers are planning to 
spent an estimated $2 billion on intensive store face- 
lifting and building projects to attract buyers. 

One of the main reasons for the optimistic outlook 
is the fact that the 6.5 million marriages between 1941 
and 1944 established between 4 million and 5 million 
potential furniture buyers who have not yet set up 
housekeeping.t This new family market is unprece- 
dented in size in the history of the industry. It is 
understood that a major part of these families have 
not been furnishing homes in recent years because of 
the impossibility of finding a home to furnish. 
Although the housing shortage is expected to continue 
for another two or three years, furniture manufactur- 
ers are hoping that their back-to-normal status will 
coincide with a relief in housing difficulties. 


RETURN OF LOW-PRICED ITEMS 


Retailers anticipate a 50% increase in the volume 
of furniture deliveries during the first six months of 
1946 over the same period of the previous year. This 
increase, for the most part, applies to producers of 
medium- and high-quality lines. In 1942, low- and 
medium-priced furniture virtually disappeared from 
showrooms. In December, 1945, the OPA issued a 
new price ruling intended to encourage production of 
low-cost furniture. Manufacturers will be permitted 
to produce low- and medium-priced furniture at prices 
5% above the 1942 level. Under this plan, wholesalers 
and retailers will be required to absorb the first 12% 
of the increase permitted the manufacturer. Any 

1Alfred Auerbach in Furniture Age, December, 1945 
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Shipments of Household Wood Furniture 
Source: Seidman and Seidman 
Millions of Dollars 


amount over the 12% may be passed on to the con- 
sumer. 

Trade sources indicate that the outlook on con- 
sumer demand for the immediate future is optimistic. 
New orders and unfilled orders rose 138% in Novem- 
ber over the same month a year ago, while shipments 
decreased 11% in the same period. The estimated 
output for 1945 of $640 million was only 3% below 
the peak year of 1941.1 (See chart.) This figure, how- 
ever, is not an indication of an unusually high physi- 
cal volume since most of the household furniture pro- 
duced during this period was in the higher-price 
bracket. Nevertheless, the industry has been doing a 
good job in volume despite labor and raw-material 
bottlenecks. 

Manufacturers expect an improvement in the 
manpower situation. The number of employees in 
furniture factories increased in November for the 
second consecutive month, and there are indications 
that the figure will continue to rise since returning 
veterans appear willing to go hack to their old jobs 
in the industry. Average hourly earnings, as of De- 
cember, 1945, have increased 60% since January, 
1941, and 40% since December, 1941.” 

The problem of lumber supplies is perhaps the 
greatest single factor influencing furniture production. 
Lumber used in the manufacture of furniture has to 
be seasoned for several months and, at present, lum- 
ber inventories are uncomfortably low. In addition, 
it is reported that wages paid to timber cutters are 
not attracting workers. Lumber manufacturers fore- 
see a delay of several months before production will 
begin to satisfy demand. 


Enw V. Horowirz 
Division of Business Economics 


‘Household wooden furniture, which accounted for 88% of total 
household furniture in 1939 


*1941: Department of Labor; 1945 estimate by Frank E. Seidman 


Car Production 


Retarded 


HE beginning of reconversion in the automobile 

industry long before many other essential indus- 
tries had started led to the encouraging belief that 
this industry would be first to absorb released war 
workers. Thus, in quickly placing a commodity on 
the market, extensive pent-up demand and purchas- 
ing power would stimulate industry. 

In October, 1945, it was stated that after V-E day 
the WPB had authorized the automobile industry to 
reassemble equipment equivalent to 50% of prewar 
capacity. Most producers were short of certain key 
machines that had either been sold or worn out, but 
difficulties were being overcome rapidly so that within 
thirty to sixty days the goal of 50% of capacity 
could be realized.t At the same time various manu- 
facturers announced programs of expanded output 
during the next several months. 

Production aims have not been achieved. For the 
most part the impediments have been beyond the 
control of management. Despite the early green light 
on automotive reconversion and a potential demand 
capable of absorbing peak production as soon as it 
appeared, actual output is far behind earlier projec- 
tions and in recent weeks has been losing more 
ground. 

With 170,000 workers of the General Motors Cor- 
poration on strike for about 75 days (to early Febru- 
ary), the industry has also been affected by labor 
disputes in various branches supplying it with mate- 
rials and parts. In addition to steel, some brass and 
copper plants are now on strike, and 23,500 of the 
brass mill workers have struck thus far.? 

Projected output of 800,000 passenger cars in the 
third quarter of 1946 would be only about 400,000 
units below output in the first quarter of 1941. If 
deterrent factors should be shortly removed, this 
achievement is not impossible; under best conditions 
it might even be surpassed. However, for the first 
five weeks of this year, the weekly average output 
(both passenger cars and trucks) was 24,886 units, 
compared with the weekly average of 125,000 in 
January, 1941. 

In 1945, only about 75,000 civilian passenger cars 
were produced, out of the industry’s goal of 500,000 
from V-J day to the end of the year. Record recon- 
version was offset by shortages in glass (strikes) , tex- 


1C, E. Wilson, President of General Motors Corporation, in press 
release, October 19, 1945 

*A glass strike hampered several automobile companies in Decem- 
ber and January 
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tiles, component parts (gears and bearings), and in 
the latter part of the year by the complete strike tie- 
up of General Motors Corporation. Despite the 
handicaps in 1945, at the beginning of this year it was 
pointed out that if existing obstacles were shortly 
overcome, the industry by the middle of 1946 could 
be producing cars, trucks, and trailers at double the 
monthly average for 1939. Under these conditions, the 
industry should be employing 570,000 workers and 
operating at a monthly output of $570 million by 
next June. 

The quarterly report by the director of the Office 
of War Mobilization and Reconversion to the Presi- 
dent in January pointed out that, before the flood of 
strikes overran the automobile industry, output for 
the year might reach about 4 million cars, a record 
surpassed only once, in 1929, when the industry 
turned out about 4.5 million units. 

At the beginning of this year the automobile in- 
dustry was operating at the highest daily rate since 
the General Motors strike commenced on November 
21. Output at the Chrysler plants at that time was 
about 1,000 cars a day, and close to that figure at the 
Ford Company. After thirteen weeks’ delay because 
of a labor dispute, Studebaker started 1946 with a 
daily output of 400 cars. Hudson recently resumed at 
the rate of 150 to 200 cars. Packard and Nash, which 
had shut down before Christmas because of the glass 
shortage, resumed operations when the strikes in 
Libbey-Owens-Ford and Pittsburgh Plate Glass com- 
panies were settled. 


Haroitp W. Sasse 
Dwision of Business Economics 


Movie Attendance 
Continues High 


HE MOTION PICTURE industry has main- 
tained its favorable position since the end of the 
war, despite stronger competition from other forms 
of amusement. Estimates of 1944 average weekly 
attendance range from 95 million to 100 million, and 
preliminary reports indicate no reduction in 1945. 
(See chart.) Employment and industrial production 
since V-J day declined less sharply, and began to 
recover more quickly than had been anticipated, re- 
sulting in a continued high level of disposable in- 
come. More leisure time, backlogs of individual sav- 
ings, and the influx of discharged servicemen are 
important factors in boosting movie attendance. 
Earnings of most major motion picture companies 


in 1945 are estimated to have equaled or surpassed 
1944. Until the war ended, production costs were 
reduced by restrictions on materials and construction. 
Fewer pictures were made, feature releases had longer 
runs, and many old films were reissued. Admission 
prices were generally above prewar rates. Peacetime 
thus far has brought little change in general condi- 
tions except the lifting of curbs and the reopening of 
foreign markets. 


Disposable Income of Individuals and Motion 
Picture Attendance 
Sources: Federal Reserve; Film Daily 
Index Numbers, 1935-1939 = 100 


ES GRIER S |)  S 
|| aheademte/| 


DISPOSABLE INCOME 


— 
MOTION PICTURE 
ATTENDANCE 


(AVERAGE WEEKLY) 
ESTIMATED 


60 
1929 1931 1933 1935 1937 1939 194) 1943 1945 1947, 


Many companies took advantage of their wartime 
prosperity to strengthen their financial position by 
reducing their funded debt and increasing cash bal- 
ances. Their earnings outlook this year is regarded 
in financial quarters as good, although more pictures 
will be made and production costs are advancing. 
Revenues from the distribution of American movies 
in other countries are expected to become more sub- 
stantial, and taxes will be lower. 


ANTITRUST SUIT 


Still pending is the settlement of the antitrust suit 
against the eight major film companies which aims at 
separating the production and distribution branches 
of the industry. Independent producers, headed by 
Donald M. Nelson, protest any negotiation which 
would lead to a new consent decree instead of a defi- 
nite division of production and distribution. The 
original decree, which slightly modified and limited 
the activities of the producer-distributor chain, was 
signed in 1940 and the current one has recently been 
indefinitely extended. If the antitrust case is settled 
this year with another truce, an appeal seems probable. 

Principal labor disturbance in the film industry last 
year was the eight months’ strike involving fifteen 
unions. The issue at stake was to decide which of two 
unions in the American Federation of Labor should 
represent seventy-eight set decorators. The dispute 
recently flared up again when carpenters at the eight 
major studios went on strike because of the interpre- 
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tation of the decision which had ended the strike 
in October. 

Indicative that motion-picture employees will fol- 
low the present trend of industrial workers in general 
is the demand of the Screen Players’ Union for a sub- 
stantial wage increase and other benefits. Settlement 
of labor difficulties will test the skill and power of 
the new movie “czar,” Eric Johnston. 


NEW FIELDS 


As technicians return to the studios from Military 
Service and the results of wartime research are made 
available, the motion picture industry looks forward 
to spectacular advances in technique. Color pictures 
are to be made by a variety of new processes. Non- 
flammable film is in the advanced testing stage. Sev- 
eral companies are directly concerned with the de- 
velopment of television and its probable use of movies 
in building programs. The utilization of films in in- 
dustry and education is expanding rapidly, and the 
government’s program for a cultural and information 
service abroad includes the exhibition of newsreels 
and documentary films. 


MarsormE E. Jupp 
Division of Business Economics 


Nonferrous Metal Prices 
Questioned 


7. RECENT advance of the price of lead in 
Great Britain to the equivalent of 7 cents a pound 
threatens the procurement of foreign lead by the 
United States, while an advance in the selling price 
of antimony to the equivalent of 22.46 cents a pound 
in Britain may similarly affect American purchases. 
Copper, lead, and zinc are at premium prices owing 
to subsidies. This has boosted domestic production to 
required amounts during the war but may prove in- 
adequate in the future. Under the premium price 
plan, 5 cents a pound is paid for every pound of 
copper produced in excess of the quotas fixed by the 
WPB-OPA committee, while 2.75 cents a pound is 
paid for excess of quotas of both lead and zinc. 
Despite the assistance of the first range of subsi- 
dies, the production of both lead and zine proved 
inadequate, and special “B” (“C” also in the case 
of zinc) quotas were established whereby an addi- 
tional 5.5 cents a pound was paid for lead and 8.25 
cents a pound for zinc. This meant that 12 cents! a 


1The Bureau of Mines estimates the average weighted price of lead 
produced in 1945 at 8.60 cents a pound, or 82% above OPA ceilings. 


pound was paid during 1945 for much of the lead and 
16.5 cents for a large proportion of the zine produced. 
According to government contracts, premium pay- 
ments will terminate on June 30, 1946. 


Chart 1: Prices of Straits Tin! 
Source: American Metal Market 
Cents per Pound in New York 
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1 Maximum price of 52.0 cents fixed by OPA on August 16, 1941 


With the rise in the ceiling price of lead to about 
7 cents a pound in Great Britain, a considerable in- 
crease in world prices before the end of 1946 appears 
probable unless the restraints of new price controls 
are implemented. The return of import prerogatives 
to private industry by the MRC! would involve tariff 
payments of 1.75 cents a pound for lead and would 
compel a rise in the domestic price to at least 8.75 
cents and probably to 9 cents a pound if we are to 
compete with British purchases. A rise in price would 
furthermore help to alleviate world shortages of lead 
by stimulating production in all quarters of the globe. 
Unfortunately, however, world shortages of known 
lead ore reserves may postpone equilibrium of sup- 
ply and demand almost indefinitely. 


DOMESTIC LEAD RESERVES LOW 

Although the United States is the largest single 
producer of lead, domestic production is at least 
20,000 tons per month below needs. Notwithstanding 
the renewal of restrictions, a drain of 25,000 tons from 
the government lead stock pile, already depleted to 
75,000 tons, is expected during the first quarter of 
1946. According to F. E. Wormser, Secretary of the 
Lead Industries Association, domestic consumption, 
estimated at more than a million pounds in 1945, is 
expected to increase considerably during the next 
few years as demands are stepped up following the 
removal of restrictions. However, new supplies of 

1Metals Reserve Company. 
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lead, under present conditions, would consist of only 
about 400,000 tons of primary production a year, and, 
at the most, only 350,000 tons of scrap, to balance 
consumption. For this reason, Mr. Wormser advo- 
cates complete removal of all government price re- 


Chart 2: Average Prices of Nonferrous Metals in 


New York 


Source: American Metal Market 
Cents per Pound 
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strictions on lead after June 30, 1946, on the theory 
that an adjustment of lead supplies by means of price 
operation in a free market would ultimately occur. 
In the meantime industry officials of the Lead Advi- 
sory Committee to the CPA have strongly urged the 
immediate raising of the lead ceiling price to 8 cents 
a pound in order to relieve the tightness of supplies 
that is increasing daily. It has since been reported, 
however, that the director of the Office of War Mo- 
bilization and Reconversion has declined to make the 
above recommendation as long as premium prices are 
in operation. 


ZINC PRICES HIGH 


Zinc production has been especially favored by 
subsidies, which in the “C” quotas for metal amounted 
to 8.25 cents a pound or twice as much as the OPA 
ceiling. Moreover, in 1944 the tonnage produced at 
premium prices was 6% greater than that produced 
at the OPA ceiling price. The excess of zinc premi- 
ums over those for lead perhaps resulted from the 
urgency of wartime requirements for zinc. This metal 
was more acutely needed for the military program and 
apparently presented more of a production problem 
than lead. Unlike the latter, however, domestic ore 
reserves of zinc are not dangerously low although the 
problem of future supply may become serious. 

The trend in zine prices as compared with that for 
lead is interesting in that they were similar until 1939, 
when zine prices pulled away, and in 1942 increased 
to 2.18 cents more a pound than lead. This differen- 
tial remains unchanged. (See Chart 2.) A spokesman 
for the industry has recently advocated the removal 


of ceiling prices for zinc with the termination of the 
premium price plan. 

Premium payments were applied to between 257% 
and 30% of the domestic copper produced in 1945, 
according to the Bureau of Mines. Increases in cop- 
per prices when OPA ceilings are removed appear 
likely, owing to the rise of prices to well above the 
present ceilings in this country in the contracts of 
the United Kingdom for Canadian copper. The 
United States Government (through the RFC) has 
reestablished a foreign copper-purchase program, 
which may have to lift ceilings or take a loss if it 1s 
to compete with other nations for copper importa- 
tions. 


Production of Copper, Lead and Zinc at Ceiling 
Prices and Above 


Source: Office of Price Administration 
In Short Tons 


Bocas oe 696,248 495, 955 


1943 Copper...... 1,090,818] 841,286 
Sa eieestarers A , 7.66 
ZiNG reac see's 740,668] 338,180 10.54 
1944 Copper...... 969,789] 722,791 | 246,998 13.54 
Lead....... 0 410,016} 203,757 | 206,259 8.17 
Zine. . 715,806] 272,016 | 443,790 11.09 
1945 Copper... Lapsed 411,261) 294,423 | 116,838 13.73 
Morais ay 200,408] 77,958 | 122,450 8.65 
wa ayal slates siete $21,249] 113,137 | 208,113 Leg 


1Ceiling price of copper: 12 cents a pound; ceiling price of lead: 6.5 ceuts a ponnd; 
ceiling price of zinc: 8.25 cents a pound 

2Eleven months, Peboury Decent only 

3Six months January-June only 


The tin and antimony situations differ from those 
of copper, lead and zinc in that they involve small 
or negligible domestic production. New supplies other 
than scrap depend almost wholly on imports. 


SMELTER OPERATIONS MAY IMPROVE 


Owing to wartime scarcities of ores and refining 
facilities, the United States undertook a large-scale 
tin-purchasing program from foreign countries, mainly 
Bolivia, and erected a smelter at Texas City, Texas, 
for the output of refined metal. Bolivian tin was pur- 
chased at considerably above the domestic ceiling of 
52 cents a pound, the government taking the loss. 
It is now questionable whether the Texas City smelter 
will be able to operate profitably after smelters in 
Malaya and the Dutch East Indies are restored. 
Nevertheless, the Banking Committee of the House 
of Representatives has reported favorably on the con- 
tinuation of tin-ore purchases and smelter operations 
beyond June 30, 1947. 


G. K. Bet, Jr. 
Division of Business Economics 
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Selected Business Indicators 


(Annual Statistics Appear in “The Economic Almanac 1945-46,” Page 156) 


Percentage Change 


Item 12 Months, 
1944, to 


12 Months, 


December November October September 


1945 
Industrial Production 
PoralWERB) (S) FN. AS 1935-39=100 |p 164]r 168 163 |r 168 232 3 -13.7 
Manufacturing (FRB) (S)........ 1935-39 =100 || p 170 | r 173 |r 170 | r 174 249 sd teal -14.9 
Durable goods (FRB) (S)....... 1935-39 =100 || p 186 | r 192 |r 189 | r 196 343 45.8 22.2 
Steel tata ot on tina © cate hase ite 000 net tons |lp 6,085 |r 6,201 5,598 5,983 7,366 -17.4 -11.0 
PAS eOt in. tc Peer Cee mais tet 000 net tons 4,323 4,026 3,388 4,227 4,999 -13.5 12.5 
Copper (refined).............. net tons 66,062 70,218 70,363 45,145 82,649 -20.1 -23.3 
Tead| (refined) s saya eax htt arte net tons 45,399 47,824 47,462 35,923 46,052 -1.4 2.7 
BAAN (SUD) als oesvens hon tas oe 2 net tons 66,104 64,337 65,614 61,600 70,035 -5.6 -11.3 
Glass containers..............|| 000 gross n.d. 8,982 9,885 |r 8,995 7,967a +12.7%c +4. 5d 
Dimabes terse ek Lee million bd. ft. n.d. 1,840 2,025 |r 2,099 2,403, —23.4¢ -15.7d 
Machine tools!.............-- 000 dollars 23,276 26,084 31,200 27,300 36,785 -36.7 -18.1 
Machinery (FRB)..........-. 1935-39=100 |lp 234] r 231 237 |r 234 431 45.7 -21.6 
Transportation equip. (FRB). .|| 1935-39=100 || p Q15 |r 250 |r 264 |r 278 709 -69.7 -32.1 
Nondurable goods (FRB) (S).. . .|| 1935-39=100 |] p 156 | r 158 |r 154 |r 156 173 -9.8 -3.0 
“CAT Eee eile Serene See 651,784 743,450 759,806 701,000 | 758,809 -14.1 5.6 
1 122) a a ae Na Bari i n.d. na.|p 55.1 44.8 54.4 +1.3/ +5.5% 
Rayon yarn s.28. 29h. Sees p 50.7|r 52.8 53.2 47.9 49.0 +3.5 +117 
Food prod., mfd. (FRB) (S)....|] 1935-39=100 ]-p 149 | r 150 144 144 155 -3.9 -1.6 
Chemicals (FRB) (S)......... 1935-39 = 100 232 |r 229 232 | r 239 312 -25 .6 -12.3 
Newsprint, North American. . .|| short tons 365,840 391,383 403,526 354,546 328,022 +11.5 +8.3 
Paper RMR a8 ti ite % of capacity 91.0 95.5 95.9 90.2 92.4 -1.5 +1.1 
Paperboands ciate «cision es eyed % of capacity 85 95 97 91 85 -0.1 
Boots and shoes*.............. thous. of pairs |}e 41,000 40,043 |r 42,163 $7,240 35,366 +15.8 +6.4 
Cigarettes (small)?............ millions 16,061 25,406 31,340 26,360 17,826 -9.9 +11.8 
Mining (FRB) (S).............-. 1935-89=100 |p 184 137 | r 194 134 187 2.2 -2.4 
Bituminous coal.............. 000 net tons || p 46,100 50,720 |r 39,213 46,330 45,665 +1.0 -7.3 
Anthracite ent see) IRISH. Ja28 000 net tons |lp 3,972 4,533 5,273 4,613 4,518 -12.1 -13.9 
Crude petroleum‘............. 000 barrels e 4,550 4,508 4,277 4,413 4,687 2.9 +2.4 
Electric power’. ...............5-. million kwh 4,056 3,946 3,946 4,024 4,492 -9.7 3.2 
Wonstrnction®..)., 5.0. ...2.5 065-2 000 dollars $30,685 | 370,087 | 316,571 | 278,262 | 188,481 475.4 465.5 ~ 
Heavy engineering—Public’........|| 000 dollars 16,410 16,728 15,313 16,826 19,464 -15.7 -16.5 
Heavy engineering—Private’....... 000 dollars 43,093 46,413 44,546 41,963 3,851 +1019.0 +217.1 
PMTMCOSES swiss choc cece ss te oe million dollars 4,244 4,224 5,124 5,365 7,508 43.4 12.1 
Distribution and Trade 
Carloadings, total’................ thousand cars 699.3 7197.3 794.8 818.4 737.6 3.4 
Carloadings, miscellaneous®......... thousand cars 313.0 353.7 360.1 347.2 366.0 -3.8 
Retail trade (NICB) (S)........... 1935-39 = 100 n.d. 208.4 195.4 +4.1d 
Department store sales (S).........|| 19835-89=100 || p 215 207 213 +11.3 
Variety store sales (S)............. 1935-39 = 100 na. 172.2 169.6 +1.3d 
Rural retail trade (S)..............|] 1929-31=100 n.d. 217.2 189.7 +5.1d 
Grocery chain store sales (S)®....... 1935-39 = 100 n.d. 204.6 191.4 ~0.7d 
Magazine advertising linage........ thous. of lines 4,037 4,804 +16.7 
Commodity Prices 
All commodities (BLS)............ 1926 =100 p 107.1|p 106.8 5.9 105.2 104.7 +2.3 +1.7 
Maw materials.................. 1926 =100 p 119.2 118.9 116.6 114.8 114.6 0 +3.2 
Semi-manufactured articles....... 1926=100 97.6 96.9 96.8 96.5 94.8 0 +1.8 
Manufactured products.......... 1926 =100 p 102.5 |p 102.2 101.9 101.7 101.1 4 +1.0 
Warm products. ../..0...00650604 1926 =100 131.5 131.1 127.3 124.3 125.5 8 +3.9 
ee eee ee 1926 =100 108.6 107.9 105.7 104.9 105.5 9 +1.2 
Sensitive industrial (NICB)®........ 1929=100 96.0 97.1 ‘97.1 96.3 96.4 4 +0.8 
Sensitive farm (NICB)®............|] 1929=100 132.3 132.0 130.2 128.1 123.4 2 +4.9 
Retail prices (NICB).............. 1926 =100 n.d. 102.5 101.9 101.9 100.5: 0 +2.0d 


Securities 
Total stock prices(Standard & Poor’s)|| 1935-39 = 100 139.7 136.9 132.0 126.1 104.7 +33.4 +21.7 
Industrials............ A ies A 1935-39 = 100 142.2 138.7 134.5 128.2 106.4 +33 .6 +21.2 
UU aaa ae a ee ea 1935-39 = 100 157.1 154.2 145.1 187.5 113.9 437.9 +35.5 
OS a ey 1935-39 = 100 120.2 120.8 114.4 110.6 92.4 +30.1 +18.0 
Totalno. shares traded N.Y. Stock Ex.|| thousands 47,314 52,253 3 +23.8 +46.7 
Corporate bond yields (Moody’s). . .|| per cent 2.80 2.82 -6.0 -5.8 
Financial Indicators 
Bank debits, outside New York City} million dollars 4T,V7T4 39,255 +38.8 
New capital corporate issues........ 000 dollars 164,293 60,276 | r 213,629 | r 104,820 20,434 -+88.0 
Refunding issues.................. 000 dollars 337,041 101,549 988,931 | r 705,441 116,304 +98 .0 
Comm., industrial and agric. loans’. .|| million dollars 7,150 6,659 6,267 6,096 6,454 +0.6 
National income payments......... million dollars na. |p 13,046 |r 13,531 13,424 13,253 +2.9d 
Money in circulation, end of month.|) million dollars || p 28,507 |r 28,211 28,049 | 27,826 25,307 +18 5 


SAdjusted for season variation ‘Shipments Consumption; cigarette consumption measured by tax-paid withdrawals  *Excludes reconstructed government shoes included in 
data prior to 1944 4Average daily 5Average weekly SF, W. Dodge 1Engineering News-Record—average weekly 8Grocery and combination chain store sales 9140 centers 
aNovember, 1944  bPercentage change, October, 1945, to November, 1945 cPercentage change, November, 1944, to November, 1945 _dPercentage change, first 11 months, 1944, to first 
11 months, 1945 Estimated fOctober, 1944  gPercentage change, September, 1945 to October, 1945 hPercentage change, October, 1944, to October, 1945 iPercentage change 

first 10 months, 1944, to first 10 months, 1945  n.a.Not available pPreliminary Revised 
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Chronicle 


December, 1945 


28 Truman signs bill prohibiting use of funds for strike 
votes; NLRB cancels scheduled polls. GM. breaks 
with fact-finding board. WLB orders severance pay 
for CIO steelworkers, Wage Stabilization Board an- 
nounces rules for pay increases, based on Truman’s 
pay-price policy. Coal and coke retail ceilings raised 
ten cents a ton. CPA sets up eleven-nation commit- 
tee to plan world distribution of leather. 


29 OPA and WLB approve price and wage increases in cast- 
tron soil pipe industry, one of worst bottlenecks in 
small-home construction. Navy releases as surplus 
$56 million of building material and 5,000 Quonset 
huts. 


30 OPA revises Maximum Average Price order for woolen 
and worsted civilian apparel fabrics. 


31 War Labor Board succeeded by Wage Stabilization 
Board. Truman names fact-finding board to study 
steel wage dispute, orders OPA to make steel price 
study. 


January, 1946 


1 Rubber industry plans 1946 output of $1.5. billion, 
66% above 1939. Electric utility industry expects un- 
precedented expansion this year. 


2 Western Electric workers in metropolitan area strike. 
Wage Stabilization Board approves job downgrading 
with lower pay when justified. 


3 President urges early action on legislation for full 
production and employment. OPA tightens rules on 
prices of surplus goods. 


4 Over $1 billion worth of surplus property sold through 
December 1; continued use of pipelines for petroleum 
products urged by Surplus Property Administration. 
Anderson suggests higher meat and butter prices. 


5 Bowles plans price ceilings on 1946 cotton crop to 
stabilize clothing and textile prices. Labor Depart- 
ment xeports average postwar wage loss of $4.43 a 
week. Government lists German plants available to 
American purchasers. Shoe manufacturers’ ceilings 
raised 444%; no change in retail prices. ICC rules 
freight rates may not be conditioned on annual ton- 
nage furnished by shipper. 


6 Wallace estimates 1945 national income at $160 bil- 
lion, with proportion spent still under prewar. Civil- 
ian Production Administration asks retailers to re- 
serve clothes for veterans. 


7 CPA releases surplus building materials for reconversion 
housing. New York City Western Union workers strike. 


8 Truman says steel price increase will be allowed; Sny- 
der and Collet favor rise of $4 a ton. OPA grants 
price advance on oil burners. 


9 Telephone installation workers strike in 44 states. Ceil- 
ings on 1945 and 1946 used cars set at same level as 
when new. Price advance granted on printing ma- 
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chinery and equipment. Government ready to allow 
higher meat prices to avert strike. 


10 General Motors fact-finding board recommends 17.5% 
pay increase. Government to have free use of 
aluminum patents. GM rejects 1744% wage rise. 
Allies fix German steel output at 5.8 million tons a 
year with capacity of 7.5 million tons. 


13 United Automobile Workers accept 172% pay advance. 


14 Congress reconvenes, Ceiling on 1946 cotton crop 
proposed at 24 cents a pound. UAW offers Ford a 
contract raising wages 174%. Aircraft industry to 
use one third of war-built airframe plants; SPA 
authorizes trade-in of aircraft plants to speed dis- 
persal of the industry. 


15 Ford offer of wage increase of 174% cents an hour re- 
fused by UAW. Electrical workers strike. Controls 
reestablished on protein feed for livestock and poultry. 
Symington calls disposal of over $1.8 billion of machine 
tools a critical problem. World fertilizer shortage 
predicted for 1946. War Assets Corporation succeeds 
Office of Surplus Property, RFC. 


16 Meat-packing workers strike. Raw silk ceiling lifted; 
stock pile of 3,000, bales to be released. SPA defers 
disposal of synthetic rubber plants until national rub- 
ber policy is announced. 


17 Fact-finding board appointed in meat packers’ strike; 
black market meat prices at new highs. China given 
$33 million credit to buy cotton. 


18 U. S. Steel Corporation rejects 1842 cents an hour 
wage rise. Curbs on sleeping car service to end 
March 15. Office of Economic Stabilization an- 
nounces sugar wholesale price advance, effective Feb- 
ruary 1; consumers’ price to rise. 


19 Kaiser signs contract with CIO for 18% cents an 
hour pay increase for steelworkers. 


20 Strike of 15,000 glassworkers settled with 10.7 cents 
hourly wage rise. 

21 Steel strike starts; steel activity at lowest rate re- 
corded; tonnage output lowest since 1893; priorities 
suspended. President in annual message asks con- 
tinued price control, higher wages, industrial peace, 
lower budget. Margins on stock sales raised to 100%. 


22 Steel prices to be raised soon on basis of December 
operating costs. Collet declares food subsidies neces- 
sary until June 30, at least. 


23 Railroad trainmen and engineers threaten strike. War 
Assets Corporation to speed surplus metal sales to ease 
shortages. Standard Oil Company (N. J.) reduces 
wholesale gasoline prices in certain regions of five 
Southern states. 


24 Army Signal Corps reveals radar contact with moon on 
January 10. Cotton exchange margins raised from 
$5 to $10 a bale. 


25 United Mine Workers return to AFL. 
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Escalator Clauses Used in Contracts 


SCALATOR or price-adjustment clauses are be- 

ing inserted in contracts and purchase orders to 
an increasing degree as manufacturers seek a measure 
of protection against cost uncertainties of the future. 
While their use is fairly general, the types of clauses 
vary widely according to reports from executives con- 
tributing to the survey of business practices. 

The clause most frequently adopted simply states 
that prices in effect at time of shipment will prevail— 
which, under OPA control, means ceiling prices. Also 
very common are clauses which are tied directly to 
OPA ceilings, with provision for changes as ceilings 
are revised. Less usual are the formula-type clauses, 
or those providing for negotiation of prices at a future 
date. For the most part, practices are the same for 
long-term as for short-term contracts, and buyers gen- 
erally have the right to cancel in the event they are 
dissatisfied with proposed price increases. 

Executives generally regard the use of price-protec- 
tion clauses as fair and reasonable, although a few 
exceptions to this opinion are found. Some manufac- 
turers seek to avoid their use both in their own con- 
tracts and in those offered to them by suppliers. 

The widespread acceptance of these clauses must 
be viewed in the light of market conditions, controls 
exercised by the OPA, and standard pricing prac- 
tices. In virtually all commodities, a seller’s market 
prevails, and with many buyers the first consideration 
is assurance of supply, with price a secondary factor. 

Some buyers are obviously accepting clauses which 
normally would be rejected. This condition is well 
summed up by a retailer who reports: “Most of our 
present purchasing is being done on the basis of forc- 
ing immediate delivery. We are paying less attention 
to cost price than we are to the factor of getting de- 
livery. As a matter of fact, the manufacturer dictates 
the cost price or else the government dictates the cost 
price as well as the selling price and we accept their 
decision—otherwise, we would be forced out of busi- 
ness because we would not be able to secure a supply 
of merchandise.” 

A similar view is given by a purchasing agent of a 
mining concern: “In a seller’s market, as represented 
by war and postwar periods, I do not believe 
a purchasing agent will be able to do very much about 
these escalator clauses if he expects to secure his 
needed materials and equipment. Our National Asso- 
ciation of Purchasing Agents and individual purchas- 


‘A more comprehensive and detailed survey of escalator clauses 
and their use will shortly appear in Studies in Business Policy. 


ing agents are using their efforts to endeavor 
to keep such clauses to the minimum of viciousness, 
but when we realize that sales departments of pur- 
chasing agents’ own companies were no doubt the 
original initiator of such clauses, it is really a diffi- 
cult problem to face. If we are required to recognize 
these escalator clauses, then a purchasing agent 
should insist that they carry an optional cancellation 
provision to protect him if a later price increase is 
involved.” 

So long as the OPA continues to control prices, only 
increases approved by OPA will accrue to the seller, 
which may or may not approximate the increases 
which would occur if clauses could operate without 
restriction. In some industries, existing pricing prac- 
tices provide a good measure of protection in that 
long-term contracts for pricing purposes have been 
broken up into short-term contracts which call for 
periodic review, generally quarterly. Many executives 
note that the period for which firm prices will be given 
has become shorter. In some instances, where con- 
tractors were previously willing to grant firm prices 
up to six months, the period has been cut to three 
months. Long-term contracts in many instances are 
being avoided, although in some fields the current 
backlog is so great that new orders cannot be filled 
for many months. Where hand-to-mouth buying pre- 
vails, the inclusion of price-protection clauses of 
course gives sellers an opportunity to reflect cost 
changes quickly, if permitted to do so, or to change 
prices quickly in accordance with new OPA regula- 
tions. 


TYPES OF CLAUSES 


The most prevalent type of price-protection clause 
is that which states that prices will be adjusted to the 
seller’s price in effect at the time of shipment. Of 
course, as long as the OPA continues, prices cannot 
exceed the ceiling. Almost equally prevalent is the 
clause which ties in directly to OPA prices and states 
that OPA prices at the time of shipment will govern. 
Many variations and combinations of these two 
clauses are found. Fairly typical is the following: 
“All equipment will be billed at the published price 
on the date of shipment and shall not exceed the 
Office of Price Administration ceiling.” 

While most of the clauses make no provision for 
adjustment in the event that price ceilings are re- 
moved, others are of such a sweeping nature that, 
when ceilings are removed, all the buyer apparently 
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could do in the event of unreasonable price increases 
would be to secure new sources. In a few instances, 
however, these general offers to sell at sellers’ prices 
are qualified by a provision that any increase shall not 
exceed a specified amount or percentage. In other 
words, the buyer knows the worst that can happen. 


Extent of Escalator 

While the escalator clause, establishing a formula 
and the machinery for negotiation, is not widely used, 
some examples are to be found. Under this type of 
clause, material costs are related to certain published 
prices or a Bureau of Labor Statistics’ index and spe- 
cific adjustments are made in accordance with 
changes in these published prices or index. A similar 
formula is provided for adjustment for wage changes. 
Provision is made for both upward and downward 
revision, whereas the other types previously referred 
to generally do not allow for a downward revision. 
However, because of the scope of most of these 
clauses, such revisions could be made at the option of 
the seller, but would not be a right which the buyer 
could demand under the contract. Variations of the 
formula type of clause are to be found. In some in- 
stances where a particular commodity accounts for a 
large proportion of the cost of the end item, prices 
will be adjusted in accordance with changes in the 
cost of that commodity. A few instances where price 
adjustments are provided in case taxes or freight rates 
are increased were also noted. As a result of the cur- 
rent labor situation, some companies which previous- 
ly had been concerned only with price increases in the 
principal materials used have recently broadened their 
price-protection clauses to permit adjustments in the 
event of wage changes. 

Some contractors provide for negotiation in the 
event of cost increases but do not establish the ma- 
chinery or the basis for negotiation in their clauses. 
Others establish the basis but not the machinery. For 
example, one typical escalator clause reads as follows: 


“This quotation is based on current steel prices and 
existent labor rates and is subject to change in the 
event steel or freight rates are increased prior to actual 
shipment of material or labor wage schedules are ad- 
vanced before the completion of the contract; subject 
to OPA regulations in effect at time of delivery.” 


If OPA regulations were lifted for the industry in- 
volved, the negotiation which might arise as a result 
of this clause could present a number of interesting 
features. For example, what agreement would be 
reached on the proportion which steel and labor rep- 
resent of the cost of the end item? Did the manufac- 
turer contemplate holding profit margins at the cur- 
rent level and recovering only such increases in mate- 
rial and labor costs as have occurred? What con- 
sideration would be given to changes in the produc- 
tivity of labor? These same questions might also be 


raised in connection with clauses which simply state 
that increases in manufacturing costs above current 
level may be reflected in prices at time of shipment. 
Another question which arises is in what detail will 
the seller’s cost be presented to the buyer? No pro- 
vision is generally made for these important aspects 
of a price negotiation, although it must be recognized 
that in most cases simply good business judgment will 
prevail. 

An interesting deviation from established escalator 
clauses is found in a few cases where two prices are 
provided, the first being the OPA price and the 
second being the price which would prevail in the 
absence of OPA regulations. Somewhat similar are 
clauses which establish a new price which the supplier 
hopes to have approved by OPA, as well as the exist- 
ing maximum price. In one instance the supplier 
agreed to deliver only in the event that a price in- 
crease was approved by OPA. 


LONG-TERM VS. SHORT-TERM CONTRACTS 


Little distinction is made in the type of clause used 
in the long-term contract as compared with the short- 
term contract. Occasionally, however, more sweeping 
clauses are inserted in long-term contracts. For spot 
and near-by deliveries, say up to three months, many 
manufacturers will quote firm prices. Some manufac- 
turers make a distinction, as to price protection, in 
accordance with the size of orders or contracts. 

In some industries where long-term orders are 
placed for periodic deliveries of specified amounts, the 
standard practice has been to provide for a quarterly 
review of prices. Generally, these clauses state that 
within a specified period prior to the close of the 
quarter the seller will notify the buyer as to the new 
prices, and the buyer can then decide whether they 
are acceptable. If no such notice is received, the exist- 
ing prices continue for the following quarter. The 
chemical industry has followed such a practice. From 
a pricing standpoint, of course, these contracts become 
short term. 

Under present market conditions, buyers are sel- 
dom able to obtain more than a minimum degree of 
protection against undue price rises in contracts with 
their suppliers. Cancellation rights, while generally 
included, may not mean much unless the buyer can 
locate a more reasonable source of supply, which, in 
the case of industry-wide price increases, is frequently 
impossible. Here too, in some cases, the buyer may 
be liable for certain unstipulated cancellation charges. 
Comparative prices are brought into play in some 
cases in connection with cancellation rights. Thus, 
one supplier reports: “If buyer can purchase same 
material at lower price, the seller will meet the price 
or give the buyer permission to place a contract else- 
where.” Similarly, provisions for negotiation would 
only prove effective in the event that a price rise was 
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limited to an individual company and was not indus- 
try-wide. Today the need for goods is the primary 
consideration; the terms under which the goods are 
bought are a secondary factor. 

Buyers generally seek to protect themselves from 
sudden increases in the costs of materials or equip- 
ment which they purchase by inserting price protec- 
tion clauses in orders or contracts which they make as 
the supplier. Another device which has been adopted 
by some manufacturers is to affix a clause to their 
purchase orders stating that goods are not to be 
shipped at higher than agreed-upon prices. A manu- 
facturer of abrasive materials includes in all purchase 
orders the clause: “This order must not be filled at 
higher prices than last quoted or charged without 
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advice.” However, this practice, like that of de- 
manding cancellation rights, merely permits the buyer 
to refuse delivery; it does not assure him of delivery 
at a set price. 

A rare type of protection which was reported by 
several executives is the guarantee by a supplier that 
any increase in prices will not exceed a certain 
amount, or a set percentage of the original price. This 
clause would be effective even in the event that price 
controls were removed. 


Comments from cooperators grouped according to 
principal industry appear on pages 89-92. 


Henry E. Hansen 
Division of Business Practices 


Growth Patterns in Industry 


F WE manage our economy properly, the future 

will see us on a level of production half again 

as high as anything we have ever accomplished in 

peacetime.” This sentence from the President’s re- 

cent annual message to Congress epitomizes in sim- 

ple language observations repeatedly heard in many 
quarters. 

Some of these forecasts no doubt have reference 
to a relatively short span of years in which production 
records may well be substantially swollen by the 
operation of cyclical factors; others appear to involve 
a permanent “level of production” far above “any- 
thing we have ever accomplished in peacetime.” 


FORECASTS AND HISTORY 


Whatever interpretation is to be placed upon such 
predictions, their relevance becomes clearer when re- 
lated to long-term trends and to the highs and lows 
of cyclical peaks of the past. 

The years 1936-39 constitute the base period for 
excess-profits tax purposes, and governmental deter- 
minations in renegotiation proceedings and price con- 
trol make extensive use of these years in an analo- 
gous way. How “normal” were these years if the cri- 
terion is not deviations of production volume from 
“average” but from long-term trends in the various 
industries in question? 

In the belief that it could be helpful in answering 
these questions, the National Industrial Conference 
Board is studying the long-term “growth patterns” of 
a number of industries, together with their shorter- 
term fluctuations or cyclical deviations from trends. 
Findings in six series—crude steel, pig iron, and soft- 
coal production, cotton, and motor fuel consumption, 
and motor vehicle registrations—are graphically pre- 


sented in the accompanying charts.1 Certain facts 


appear especially noteworthy: 

1. In each of the series there is a continuous de- 
cline in the percentage rate of annual growth through- 
out the segment of the industry’s history charted.” 

2. This percentage rate of growth has reached a 
much lower level in some industries than in others. 
These characteristics of the growth trend for each of 
the series are illustrated in the following table. 


Percentage Rate of Annual Growth at Dates 


Specified 

Series 1900 1910 1920 1929 1941 
Steel production..............] 7.90 | 5.09 | $.28 | 2.21 | 1.80 
Pig-iron production........... 4.86 | 2.99 | 1.84 |} 1.19 | 0.67 
Soft-coal production.......... 4.37 | 2.71 | 1.68 | 1.10 | 0.62 
Cotton consumption.......... 3.30 | 2.72 | 2.25 | 1.89 | 1.50 
Motor fuel consumption....... See eet ES. See 7s 80 46: 
Motor-vehicle registrations....| .... | .... |17.38 | 4.96 | 0.93 


3. Absolute growth increments increase from year 
to year during the earlier years, and decline in the 
later period in each series. The time at which abso- 
lute growth ceases to accelerate and begins to decel- 
erate differs from series to series. The turning points 
of each of the series is shown in the following tabula- 
tion.? 

(Text continued on page 75) 


1Similar studies of a number of other series are in preparation and 
will be published in due course. For a more specific description of the 
trends presented in these charts, see the technical note at the end of 
this article. 

*This statement refers, of course, to the underlying trend as repre- 
sented by the smooth curve running through the actual data. There 
are, obviously, short intervals in which the percentage rate of increase 
rises owing to cyclical fluctuations. 

*These are the “points of inflection” of the trend curve, and are to 
be regarded as” approximate, 


72 THE CONFERENCE BOARD 


February, 1946 


Output of Pig Iron 


Source: American Iron and Steel Institute 
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Output of Bituminous Coal 
Source: Bureau of Mines 
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Crude Steel Production Domestic Requirements for Motor Fuel 
Source: American Iron and Steel Institute Source: Petroleum Industry War Council 
100,000 —— 7,000 
80,000{—THOUSANDE iO eee ~— 
0 OUSANDS OF LONG TONS TET86 49 |__HUNORED THOUSANDS OF BARRELS 6,365 
6,212 


5,000 


4,000 


3,000 


2,000 


—| 1,000 


EQUAL VERTICAL DISTANCES REPRESENT : 4 
EQUAL PERCENTAGE CHANGES 900 EQUAL VERTICAL DISTANCES REPRESENT 
EQUAL PERCENTAGE CHANGES* 
800 iz 
700 a ee ee ae eer es! reer 
LOSS eee ae eee T 7 
ACTUAL DEVIATIONS FROM TREND ACTUAL DEVIATIONS FROM TREND 
THOUSANDS OF LONG TONS A HUNDRED THOUSANDS OF BARRELS 
20,000 


730,000 a 


40,000 
60 


“60 0 one 
1870 1880 1890 1900 1910 1920 1930 1940 1950 1918 1923 1928 1933 1938 1943 1948 


74 


Motor Vehicle Registrations 
Source: Public Roads Administration 
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Cotton Consumption by Textile Mills 
Source: Department of Commerce 
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(Text continued from page 71) 


Sheel Produchon, Maes ao alc ee msec we 1913-14 
Wig-ion pProductions....4 dscck i eie dei tat ladies» 1900 
SOLt-COAL DrOduChlON., wiisric nA. nfo ales 2 6 s.s.n5 & 1898-99 
Cotton’ ConsimMptions -n.. o/-.sjejn 44.6 eynieisiseusieneine 1928-29 
Motor-vehicle registrations.................- 1921-22 
Motor-fuel consumption. ................0005 1927 


No Historical Precedent 


4. Inspection of the rates of growth in the table 
above makes it clear that a permanent or trend in- 
crease in any of these six series within a period, say, 
of ten years of the proportions mentioned by the 
President would be revolutionary. Study of the charts 
suggests that a short-term gain of these proportions 
would be almost as unprecedented. World War II 
peaks made no such record. Motor-fuel consumption 
statistics are not available for years prior to 1918; of 
the other series only motor-vehicle registrations, still 
in their early rapid growth stages, were able to make 
such a record in World War I. 


§. Each industry has its own pattern of deviations 
from trend. Such deviations increase in absolute 
amount with the use in the trend line, but the per- 
centage deviations reveal that, relatively, neither the 
depression years of the Thirties nor the booming war 
years of the Forties were always so historically ex- 
ceptional as is sometimes supposed. 


6. In a number of the series, the years 1936-39 were 
definitely subnormal in production if deviations from 
trend are accepted as the criterion. This is true par- 
ticularly of steel, coal, pig iron, and cotton consump- 
tion. 

Freperick W. JonEs 
Anita R. Kopretson 


Division of Business Economics 


Technical Note 


The trend line is in each case a Gompertz curve whose 
equation is of the general form: 


Wiiebub of? 


The curve in its logarithmic form was fitted to the data 
by the method of power moments. It is believed that this 
method gives as good a fit as the least squares and fitting 
by moments is far less laborious. As is well known, the 
parameters of this curve are quite sensitive to the data. Care 
has accordingly been taken to carry the computations to 
many more decimal places than would ordinarily be done. 
At the same time, a certain “tolerance” in the fit must be 
recognized. It is well established, moreover, that slightly 
different results are obtained when different sets of moment 
equivalences are postulated. However, it is believed that for 
the purposes in hand these curves meet all essential require- 
ments. ;, 

Data for the year 1945 have been plotted on the charts, 
but do not enter into the determination of the trend line 
equations. The same is true of the years 1942, 1943 and 
1944 in the case of motor-vehicle registrations. 


Sources of Brewers’ 
Working Capital 


HE working capital of the eleven brewers shown 

in table 1 continued to increase in 1944 as it had 
in every year since 1939. At the end of 1944 these 
companies had an excess of current assets over cur- 
rent liabilities of $34,231,000, an increase of $3,499,000 
over their dollar working capital at the end of 1943. 

Not only did these firms continue to add to their 
working capital during 1944, but the dollar increase 
was slightly greater than the average annual increase 
during the four years 1939-1943. Working capital in- 
creased $3,499,000 in 1944, compared with an average 
annual increase of $3,354,000 during 1939-1943. 

Sales rose faster than working capital during 1944, 
nine companies showing a percentage increase in 
sales of 21.4%, which contrasts with an increase of 
11.4% in working capital. Despite the slackening of 
the percentage growth in working capital, the ratio 
of the brewers’ working capital to sales at the end of 
1944 was approximately the same as it was at the 
end of 1939—about one to three. 

Too much emphasis should not be placed upon the 
absolute value of this ratio, since the sales figures are 
for nine companies and the working capital figures 
for eleven companies. It is serviceable, however, as 
an indication that no distortion has taken place in the 
relationship of working capital and the volume of 
business of the brewing concerns. 

While dollar working capital increased during the 
war, the ratio of current assets to current liabilities 
steadily declined throughout this period. From 3.36 
at the end of 1939, the current ratio declined to 2.20 
in 1943 and to 2.16 in 1944. The additions to current 
assets, while substantial during the war, were simply 
not sufficient to maintain the current ratio existing 
in 1939. The current ratio at the end of 1944 was still 
above the conventional 2 to 1 ratio. 


SURPLUS ADDITIONS 


It is generally expected that brewers will expand 
their facilities as soon as they are able to obtain the 
necessary materials. Brewers in metropolitan New 
York area are reported prepared to expend at least 
$5 million for buildings, machinery, barrels, trucks 
and containers.1 An analysis of working capital by 
source is shown in Table 2. 

By far the most important factor accounting for 
the increase in working capital was the increase in 
total surplus. Additions to this item over the 1939- 
1944 period approximated $24.4 million for the eleven 


1The New York Times, February 4, 1946, p. 23 
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companies, and represent mostly retained earnings 
since contingency and postwar reserves were negli- 
gible. 

An increase in working capital from this source may 
seem a little strange in view of a decline of 12.7% in 
net income, after taxes and other charges, from 1939 
to 1944. The apparent inconsistency is partly ex- 
plained by the modest rise that took place in divi- 
dend payments. For the four years ended in 1944, net 
income, after taxes and other charges, totaled $71.0 
million, which after deduction of $40.2 million in divi- 
dend payments, left $30.8 million to be added to sur- 
plus. 

There are advantages in having so large a part of 
the increased working capital financed through the 
retention of earnings. As long as the stockholders do 
not clamor for dividends, there is no terminal date on 
the use of the funds provided out of earnings. Also, 
there is no need for periodic contractual payments 
such as would be the case if working capital were pro- 
vided by the issuance of long-term debt. 

The second most important item accounting for 
the increase in working capital was the increase in 
other fixed liabilities. The nature of the basic data 
makes impossible an examination of the components 
of this item or the revelation of its origin. 

An addition of $1,516,000 to the long-term debt 
from 1939 to 1944 was the third item supplying work- 
ing capital. These firms had retired $1,595,000 of 
long-term debt, during the four years 1939-1943, a 
transaction which decreased working capital, but dur- 
ing 1944, they increased their long-term debt $3,111,- 
000. 


TABLE 1: FINANCIAL DATA FOR BREWING COMPANIES, 
1944, 1943, and 1939 

Source: Published Reports of the Companies 
Thousands of Dollars 


Item 


United States government securities. ... 
Accounts, notes receivable............. 
Unyveritoriess.c can <shac tied san sconce Meee 
Other current assets..... 

Total current assets 
Notes and accounts payable........... 
Reserve. for taxes. i kocsis eat ec enon 
Other current liabilities............... 

Total current liabilities.............. 


Working‘capital nn. 92 canon. 0a. ae 


3,891 
18,559 

3,167 
25,617 


30,732 


Total. stoch.2.1.aih.s «unsalermake. « sale 82,403 | 32,402 
Total surplus... cases oa eer iy ce oe 68,541 | 58,311 
Total long-term debt.................5 6,479 3,368 
Total] assetas.. cusd hiv waivios seiewe ee eae 134,902 | 122,164 


Net property 50,331 | 51,062 
Net ncome...i sc. sess tee .| 11,888 | 11,794 
Saleaty, 5.2 eee Mite Sees «eee te ate 106,779 | 87,990 
Ratio of current assetstocurrentliabilities| 2.16 2.20 


Only 9 companies reported sales, 

aGovernment securities combined with cash in data for one company. 
bReceivables combined with cash in data from one company. 

cLess than .05%. 


Percent Change 


Table 2: Sources of Brewers’ Working Capital, 
1939-1944 
Source: Published Reports of the Companies 
Thousands of Dollars 


1939-1944/ 1943-1944 |1939-1943 


Increase in Current Assets............... $9,003 | 7,320 |31,683 
Increase in Current Liabilities............ 22,086 | 3,821 | 18,265 
Increase in Working Capital!.............] 16,917 | 3,499 | 13,418 
Factors increasing working capital 
Increase in total surplus............... 24,362 | 5,230 | 19,132 
Increase in total long-term debt........| 1,516 | 8,111 ae 
Decrease in net property.............. 885 731 bs in 
Increase in other long-term liabilities. ..| 1,988 575 | 1,418 
Increase in total stock................ eas 1 ate 
"Totalc'; OS Neo eee eae cee ee 28,251 | 9,648 | 20,545 
Factors decreasing working capital 
Decrease in total stock................ 113 Sneed 114 
Decrease in total long-term debt....... oii $1521] lg BOE 
Increase in net property..............-]  ..-- bore 346 
Increase in other fixed assets...........]11,221 | 6,149 | 5,072 
Totaling) tech Row bs Gace tact ayia a 11,334 | 6,149 | 7,127 


Working capital accounted for?...........]16,917 | 3,499 | 13,418 


i ind item represents the increase in current assets minus the increase in current 
abilities, 
2Factors increasing working capital minus factors decreasing working capital. 


This increase in long-term debt during 1944 should 
not be interpreted as indicating a policy of expan- 
sion on the part of all eleven brewers, for one com- 
pany alone increased its debt $2,500,000 during that 
year. 


DECLINE IN NET PROPERTY 


During the war a decline of $385,000 took place 
in net property, a decline which increased working 
capital by an equivalent amount. In the early years 
of the war period (1939-1943), these 
eleven firms were able to increase their 
net property $346,000, thus decreasing 
working capital. In 1944, the net prop- 
erty account declined $731,000, bringing 
the net decline to $385,000 for the whole 
period. 

Working capital accounted for by re- 
ductions in net property is considerably 
different from an increase through ad- 


A ditions to surplus. Working capital 

-1_ which is the result of a reduction in net 
yee property can arise in two ways. First, 
31.4 the firm can sell to another firm some of 
300.4 its plant and equipment, a transaction 
97.7 which results in the firm exchanging 
Me cash or receivables for its fixed equip- 
30.5 ment. Such a step implies contraction 
hue or perhaps even a movement toward 
-12:7 liquidation. Secondly, the firm may in- 
104.8 crease its working capital by not rein- 


vesting its depreciation allowances. This 
practice would not necessarily denote 
deliberate contraction but would indi- 
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cate a far from vigorous firm. When considered in 
connection with the wartime difficulty in securing ma- 
terials and equipment, the relatively small amount of 
working capital provided by a decline in the brewer’s 
net property strongly suggests that neither of the 
above possibilities apply. 

Two factors were at work during the war reducing 
the working capital of brewers. First, the $113,000 
decline that took place in stock outstanding since 
1939 operated to reduce working capital. Secondly, 
the steady increase that took place in other fixed 
assets acted to reduce working capital. During 1939- 
1943, the average annual increase was $1,268,000 com- 
pared with $6,149,000 during 1944. The components 
of this item for the most part were the assets which 
resulted from the 10% postwar refund credit of the 
excess-profits tax. Since the credit, which was an 
addition to net income, was not realizable until after 
the war, it had to be considered as a fixed asset. 

Investments were the other main component and 
they could not by their nature be considered cur- 
rent. The growth in this item may have been the 


result of the inability of these firms to make normal 
repairs, or to replace the worn-out equipment used 
in brewing. 

From this summary, it appears that these eleven 
firms in the aggregate are in a good position to pro- 
vide for a contemplated expansion of their business. 
Additions to surplus, which principally accounts for 
the increase in working capital, has the advantages 
already enumerated. The increase in other fixed as- 
sets, the main factor accounting for a reduction in 
working capital, can actually be a source of strength 
since the amount of the postwar refund bonds can 
easily be realized. The firms can if they wish, also 
divest themselves of their other investments to ex- 
pand their operating facilities. The repeal of the 
excess-profits tax together with the slight lowering 
of the income tax in 1946 should prove helpful in 
strengthening their current ratio, a factor which 
should provide an additional margin of safety. 


Frank GASTALDO 
Division of Business Economics 


Veterans and the Employment Situation 


EABSORPTION of ex-servicemen into the civil- 
ian labor force has proved difficult to measure 
precisely, but preliminary estimates of the Bureau of 
the Census indicate that the number of unemployed 
males was on the increase in December. Simultaneous- 
ly, nonagricultural employment of males increased. Ac- 
curate statistics are difficult owing to the characteris- 


Net Strength of the Armed Forces 
Figures for Census Week 
Source: Bureau of the Census 


tie period of readjustment between discharge and the 
period of taking jobs or actively seeking work. 
Another difficulty has been that of determining the 
status of veterans who expect to enter colleges and 
universities in early 1946. It was estimated that by 
February 300,000 veterans would be attending school, 
most of them enrolled in the large colleges and uni- 
versities. 

Demobilization during the last half of 1945 had re- 
duced the Armed Forces to half its peak strength at 
the year’s end. Mobilization of that number of per- 
sonnel required more than two and one-half years. 

By December, more than a million veterans of 


1945 Thousands 
October? .:...5... ess 10,640 
November........ 9,180 
December........ 7,850 


World War II had filed claims for readjustment allow- 
ances, and upwards of 850,000 individual veterans had 
received payments totaling more than $125 million 
under the program. 

Of total placements in nonagricultural industries 
made in November by the United States Employment 
Service, more than 25% were veterans of World War 
II; in July, placements of veterans were only 8.6% of 
the total. While half of all veteran placements were 
in manufacturing industries in the last full month 
of World War II, the shift to trade and service indus- 
tries was very apparent within sixty days after V-J 


New Claims for Readjustment Allowances 
Source: Veterans’ Administration 


Monthly Monthly | Cumulative! 


32,747 | 192,486 || October....| 236,186 | 580,492 
August...... 57,708 | 250,194 || November.| 390,340 | 970,832 
September..| 94,112 | 344,306 


1From September, 1944 


Cumulative 


IN acters oe 


day. Placements in these industries increased from 
one fifth to more than a fourth of total veteran place- 
ments from July to October. 


STATE TRENDS IN EMPLOYMENT 


A drop of more than 2 million persons from pay- 
rolls of nonagricultural establishments occurred in the 
three months ended mid-October, 1945. The largest 
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NONAGRICULTURAL EMPLOYMENT AND CLAIMS FOR UNEMPLOYMENT COMPENSATION, 


JULY AND OCTOBER, 1945, BY STATES 
Sources: Bureau of Labor Statistics; Social Security Board; Veterans Administration 


Employment in 


Nonagricultural 


Chan, 


New Claims for 
Unemployment 


Change in 


New Claims for Vet- 
erans’ Readjustment | Change in 


Establishments Employ- | Percentage Compensation New _ |Percentage 
State and Geographic Division reg ted a Deities: Net Desir: 
1945 Change | October, July, |tober, 1945} Change 
Thousands 1945 1945 Thousands 
Thousands| Thousands 
United States............. 33,859 135,499 |-2,140 100.0 737 203 +5385 100.0 
New England............. 2,704 2,865 -161 7.6 46 19 +27 5.0 
Maines ct. acts takctoane 229 236 -14 math 3 1 +2.0 4 
New Hampshire........ 131 133 -2 xi! i +} + .9 2 
Vermonter2s. ease 81.9 80.2 +1.7 Au 6 ai + .5 a 
Massachusetts..........} 1,433 1,506 -73 3.4 19 7 +12 2.2 
Rhode Island........... 244 256 -12 6 10 5 +6.0) 1.1 
Connecticnttenae crac 3 592 654 -62 2.9 ll 6 +5.0 9 
Middle Allantic........... 8,333 | 8,885 | -492 | 23.0 230 61 | +179 | 33.5 
New Yorks: Sato aeene 4,172 4,372 -200 9.3 81 Q7 +54 10.1 
New Jersey............ 1,277 1,422 -145 6.8 44 10 +34 6.4 
Pennsylvania........... 2,884 3,031 -147 6.9 104 13 +91 17.0 
East North Central......... 7,631 8,225 -594 27.8 166 69 +97 18.1 
IG. eds, eee ee ae 2,070 2,256 -186 8.7 48 10 +38 7.1 
Tudianazcdstt: cea 896 991 -95 4.4 19 6 +12 2.2 
Wlinoist oe atteacee ee 2,555 2,656 -101 4.7 47 19 427 5.0 
Michigan.............. 1,396 | 1,548 | -152 7.1 AT $1 | +415 2.8 
Wisconsin.............. 714 774 -60 2.8 Ys 3 +4.5 8 
West North Central........ 2,617 2,771 -154 7.2 42 12 +30 5.6 
Minnesota... .0/./.0,-.. 604 623 -19 at 7 1 +6.2 1.2 
POWs: 5. Set, Se ee 424 433 -9 4 4 3 +1.0 2 
Missouri... ce-t oute ne ee 865 928 -63 2.9 20 +14 2.6 
North Dakota.......... 73.0 ea +2.6) -.1 2 b + .1 a 
South Dakota.......... 81.6 80.4 +1.2 a 3 Al + .2 a 
Nebraska, 3:5): pi 240 256 -16 7 1 8 +1.1 2 
FRANSAS. te oe 329 379 -50 2.3 8 1 +7.5 1.4 
South Atlantic............ 4,215 | 4,888 -173 8.1 66 13 +53 9.9 
Delaware............... 82.6 88.9 6.3 8 2 ‘i +1.1 2 
Maryland: ic. ciecin./. Ante 601 661 -60 2.8 15 2 +14 2.6 
District of Columbia... . 452 464 -12 6 5 2 + .3 ah 
Minginiss cere. cass ce 636 666 -80 1.4 5 6 +4.2 8 
West Virginia.......... 378 412 -34 1.6 23 8 +20 Sem 
North Carolina......... 684 666 +18 —.8 5 2 +3.4 6 
South Carolina......... 359 363 4 = 2 8 +1.5 8 
Georgia s Sereetecs atthe hota, core 596 637 41 1.9 7 1 +5.6 1.0 
Bloridaies.. 7 O52) See 426 430 -4 ue 6 3 +3.4 6 
East South Central......... 1,597 1,687 -90 4.2 42 10 +32 6.0 
Kentucky... ic <acuae 398 415 -17 8 12 2 +9.4) 1.8 
ML ENNERSEG! ere cote cee 494 518 -24 5 oa ll 3 +8.8) 1.6 
Alabaina::. gee. eee. 476 520 44 2.1 16 4 +12 2.2 
Mississippi.............] 229 234 -5 2 3 1 +1.9 4 
West South Central........ 2,320 2,458 -138 6.4 4A 8 +36 6.7 
rkahsas S652 Oe 233 254 -21 1.0 ff 1 +5.5} 1.0 
Louisiana; écccaiaeseee 452 459 -7 3 12 2 +10 1.9 
Oklahoma 333 364 -31 1.4 10 2 +7.9} 1.5 
exas ley. cots at aon ce 1,302 1,381 -79 3.7 16 3 +12 2.2 
Mountains cred. teees. 888 907 -19 39 6 2 +4.8 9 
Montana? < osc cnt seach 108 109 -1 a 1 oh + .9 2 
JORG. paren ce cae 94.6 93.6 +1 a 1 2 - 2 a 
Wy Omiltig jon ceninrlncusrcers 65.7 63.9 +1.8}) -.1 1 b + .1 a 
Coloradoty «on pecan 260 263 -3 ou 1 2 +1.8 2 
New Mexico........... 82.4 82.9 - .6 a 4 1 + .3 m | 
ATIZODS, ictus ote 97.8 107.4 -9.6 4 vs 8 +1.5 .3 
Witte iat le steeeiateoe 136 144 -8 A 8 “2 + .6 = | 
Nevads(.. 2. Ja 42.9 42.7 + .2 a 3 b + .3 an 
PONT sein gcse Sa 8,054 8,373 -819 14.9 95 19 +76 14.2 
Washington............ 526 616 -90 4.2 15 1 +14 2.6 
Oraiua, syausnenmaiaie 297 343 -46 2.1 10 ieee Pet ae 
@aliforifivs ooo sweets ees 2,231 2,414 -183 8.6 70 17 +53 9.9 
a—tLess than .05% b—Less than 50. 


Allowances 


New Percentage 
Claims, | Distribu- 
a 
Thousands 


+202 | 100.0 

+16 7.9 

+) .8 4 

+ .7 3 

+ .2 ca 

+10 4.9 

+ .8 4 

+3.8 1.9 

+72 385.6 

+37 18.3 

+10 5.0 

+25 12.4 

+35 17.3 

+4.6 2.3 

+5.3 2.6 

+10 5.0 

+12 5.9 

+2.4 1.2 

+13 6.4 

+4.7| 2.3 

+1.9 9 

+5.2) 2.6 

‘ + .1 a 

- + .1 a 

c + .1 a 
2 ai +1.5 ot 
24 4 +20 | 9.9 
1 oe +1.1 6 
2 2 +2.0) 1.0 
2 4 +1.2 6 
2 2 +1.6 8 
5 “ci +4.5) 2.2 
3 .6 +2.5 1.2 
2 4 +2.0) 1.0 
4 6 +3.7 1.8 
2 4 +1.7 8 
17 2 +15 7.4 
5 6 +4.44 2.2 
5 .6 +4.7| 2.3 
5 SA +4.2) 2.1 
1 3 +1.2 6 
19 4 +16 133 
4 9 +3.6 1.8 
2 2 +2.1 1.0 
2 1 +1.7 .8 
ll 2 +8.4; 4.2 
3 4 +2.6) 1.3 
6 wh + .6 3 

ni b + .1 a 
b b b a 
9 rE + .8 4 
4 all + .3 sit 
8 2 + .6 3 
5] b + .2 ak 
re | 6 + .1 a 
15 2 +13 6.4 
it 1 +1.3 6 
1 1 +1.4 = j 
12 2 +10 5.0 


February, 1946 


BUSINESS RECORD 79 


declines, proportionate to their shares in the coun- 
try’s employment, took place in the states of the 
Pacific and East North Central regions, which to- 
gether lost more than 900,000 employees. 

Sharp employment drops on the West coast states 
were reflected in claims for unemployment compensa- 
tion in that region. Claims in California alone ac- 
counted for 10% of all new claims filed in the United 
States during the three-month period. On the other 
hand, the central industrial states accounted for less 
than a fifth of total claims, although more than a 
fourth of the over-all employment decline took place 
in that region. 

If the regional distribution of increase in claims for 
unemployment payments and readjustment allow- 
ances is any criterion of relative reemployment oppor- 
tunities in the various sections of the country, the 
Middle Atlantic states would be far down on the list. 
Over a third of the initial claim load arising from un- 
employment throughout the country in the fall of 
1945 originated in this region. 


DECEMBER TRENDS 


Farm employment declined more than 1.5 million 
from November to December, a somewhat greater de- 


crease than normal for the month. The monthly aver- 
age number of persons working on farms fell below 
10 million last year (the 1945 average was 9.8 mil- 
lion) for the first time in all the years of record. At 
the year’s end, the Department of Agriculture re- 
ported that foreign workers totaled 50,000 fewer than 
the 88,000 reported for the peak months of harvest. 
Likewise, evacuation of prisoners of war had reduced 
the number in this category at work on farms by 
almost 70,000 from the harvest peak. 

Trends were mixed in the nonagricultural sector. 
Seasonal factors and the repercussions of the auto- 
mobile industry’s strike were the most important in- 
fluences upon employment in December. The reduc- 
tion during the month in the number of workers on 
the payrolls of automobile manufacturers and those 
of other transportation equipment and of electrical 
machinery more than offset employment increases in 
other reconverted industries (iron and steel, machin- 
ery [except electrical] and stone, clay, and glass) . 

The usual seasonal expansion in trade accounted 
for an addition of about 400,000 workers this past 
December. 


Caryt R. FetpMan 
Division of Business Economics 


Federal Budget, 1947 


$34 billion budget for the 1947 fiscal year was 
presented to Congress in January by Presi- 
dent Truman. Although a $4.5 billion deficit is an- 
ticipated there will be no increase in the debt—it is 
forecast that the debt will be decreased by $3.9 bil- 
lion. Both the deficit and the decrease in the debt 
will be met by a reduction in the general fund bal- 
ance which became quite sizable beginning in 1943. 
The President presented what he termed an “hon- 
est” budget, consisting of programs which were au- 
thorized and recommended. The latter were in- 
cluded in the amount of $3.3 billion. In all, without 
the recommended and unauthorized expenditures, the 
budget would be brought within $1.2 billion of being 
balanced. 


EXPENDITURES 


Although hostilities ceased at the beginning of 
the 1946 fiscal year, heavy expenditures due to re- 
percussions of the war are indicated for 1947. Ac- 
cording to the President, subsequent budgets will 
level off at $25 billion, which is almost three times 
the 1940 total. Some members of Congress consider 
the estimates too high. Representative Knutson has 
stated that higher taxes might be necessary if we are 


to attempt a balanced budget. He recommends a 
25% slash of all estimates with the exception of the 
Veterans’ Administration. 

Senator Taft would keep the postwar budget level 
at $20 billion plus $1 billion for debt reduction. In a 
statement issued after the release of the budget, the 
Senator indicated that the deficit estimate for 1947 is 
misleading. His statement reads, in part, as follows: 


“Tt [the budget] only includes $1 billion for the Ex- 
port-Import Bank, which will need $2.8 billion. It does 
not count the proposed British loan at all. It does not in- 
clude the Bretton Woods payments which will amount to 
$2,750 million in gold, cash and notes to the fund, and 
$300 million to the bank. It is not clear whether the 
Budget includes food subsidy payments, some of which 
may have to be continued. Nor does it include REA 
loans of $250 million. UNRRA is down for $600 million 
only, but will spend twice that amount.” 


The additional $1.8 billion for the Export-Import 
Bank which Senator Taft estimates will be needed, 
will come from the Exchange Stabilization Fund and 
will not be reflected either in expenditures or in the 
deficit. It will, however, affect the debt and is in- 
cluded in the debt estimate. The proposed British 
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loan is included in the amount of $500 million for 
the 1946 fiscal year and $1.5 billion for the 1947 
fiscal year. Expenditures of $254 million are included 
for the International Bank for Reconstruction and 
Development. The latter estimate and the British 
loan account for the $1,754 million total for interna- 
tional finance shown in the budget document. 

President Truman stated that “expenditures from 
the appropriations to United Nations Relief and Re- 
habilitation Administration . . . are estimated to be 
$1.3 billion in the fiscal year 1946 and $1.2 billion in 
the fiscal year 1947.1 

Defense and war expenditures continue to dominate 
the fiscal picture, as may be observed from the ac- 
companying table. They are tentatively estimated at 
$16 billion out of the total $34.2 billion budget for 
1947. Only one third of all war outlays in 1947 will 
be spent for procurement and construction. The 
Army and Navy are expected to spend $13 billion. 
War liquidation expenses such as mustering-out pay, 


Message of the President on the State of the Union and Trans- 
mitting the Budget,” p. LX XII. 


FEDERAL FINANCES, 1943-1947 


Sources: Bureau of the Budget; Treasury Department 


Millions of Dollars 


January, 1946, 
Estimates 
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contract settlement, surplus property disposal, and 
war supplies, maintenance, and relief are chiefly re- 
sponsible for this high level. 

Indirect war costs, consisting of Veterans’ Admin- 
istration and interest payments, will total $9.3 bil- 
lion. Veterans’ pensions and benefits of $4.3 billion 
are anticipated, more than doubling the 1945 total. 
This includes recommended expenditures of $220 
million for increased veterans’ unemployment allow- 
ances. The largest single items are $1,748 million for 
pensions and $850 million for unemployment allow- 
ances. Interest costs on the public debt are put at 
$5 billion; this figure, assuming that the government’s 
low interest-rate policy will be continued, approaches 
the probable postwar level. 

Nonwar outlays are expected to increase in 1947. 
Public works expenditure of $854 million will be the 
highest since 1940. Flood control and reclamation 
(including public power project) highway and airport 
construction, and river and harbor improvements are 
expected to amount to $409 million, $317 million, 
and $110 million respectively. Relief and work re- 
lief costs, it is estimated, will rise 
from the wartime low of $567 mil- 
lion in 1945 to $831 million. Grants 
to states of $562 million are in- 
cluded in this category. Aids to 
agriculture of $740 million would 


Ttem a“? 1ees — be the lowest since 1934 with the 
1947 exception of the 1946 estimate. 
ayy warntes A. Oot ay men aaa General government costs are 
Relief and work relief... 000002000)) ’se7 | ‘614 | ‘804 scheduled to show the most sizable 
oe semeainres Been re 834 940 | 1,029 increase, and will reflect expendi- 
MDLIGEWOPKS8 Soo treo sisle a slit ie aides 319 425 535 Wi = 
Veterans’ Administration............ 2,060 730 602 tures of $2.8 billion of t he Export 
Interest on the direct debt........... 3,617 2,609 1,808 Import Bank, the British credit, 
ey govermment®: ...0. och deta 1,019 878 769 and the Bretton Woods Agree- 
ost of go eR eithaes Spas FO a i . * 
Biel an. odstah ek ae Mal Taos | 1.850 ments. For 1946, this total is put 
ob ie sah i iiss a 64,451 || 98,360 | 95,129 | 79,604 at $2.6 billion. 
Revenues 
Individual income tax............... 12,188 | 15,180 |] 19,034 | 18,261 | 6,630 REVENUES 
Corporation taxes}: 250-04 4.-- <0 8,192 | 12,394 || 16,399 | 15,147 9,996 c} 
ian tar oe th ee ae 4.589 | 4.336 || 4,880] 5,284 | 4.521 The budget is based on the as- 
Excess-profits tax............s0006 3,603 7,705 |} 11,147 9,482 5,146 sumption that income payments 
Capital stock em Tc, Con eee b 352 372 $81 $29 ill C t: ] 140 billi fy as 
Social security taxes....+...2..+.0.. 1,947 1,689 1,9117]} 1,860 1,601 wi 4 otal $ lon, an t € gross 
ate = wifttaxess¥e0) bone tae 686 665 643 511 447 national product $170 billion or 
Liquor taxes: fue eee see 2,421 | 2373 || 92310] 1,619] 1,423 F 
Tobacco. taxes. «issecas duns aise fe 1,122 | 1140 932 988 924 more. Recommending that tax 
Manufacturers’ excises'.............. 1,534 | 1/321 || 1,207| 729| 670 rates remain at the existing level, 
Cth Lacésl sea. chawe & 1288 | 1,480 aeotr| 9608 | 307 the President: stated, 
hou ipecuci Wik se ace cuca hom ~ ’ ’ T . Ms 
Total taxes, sare. cave. - aeons 29,812 | 36,664 || 44,3927] 42,239 | 22,573 budget is also based on the as- 
sees sands Si ecatcal ocrgor 1,585 | 2,716 || 1,715 267 79 sumption of “generally favorable 
vess transfers to social security trust j iti 
aecounts., ccf ait, eee eee 1,757 | 1,577 || 1,724| 1,643 | 1,416 business conditions but not on an 
Net tax revenues.....-.-..-.-.... 26,471 | 32,371 || 40,953r| 40,329 | 21,078 income reflecting full employment 
Nontax revenues..5. 2... did caseees 3,218 | 3,153] 38,4717] 3,278 904 and the high productivity that we 
Total a (8tsc0\: aad eee A as 29,689 | 35,524 || 44,424 | 48,608 | 21,982 hope to achieve. In future years 
Difitit.nwdigriei nde setae 4,589 | 28,927 || 53,987r| 61,521 | 57,622 the present tax system, in conjunc- 
APRS ARE: PT on OS le RP 271,685 | 275,510 || 259,115 | 202,626 | 140,796 


January and July, 1945, and post V-J day esti- 
mates of 1946 data may be found in The Business 
Record for Beptexules, 1945, p. 311 


aExce: dits, dedi 
*Excluding loans ‘than 850( is 


bLess than $500,000 


*Includes international financial programs 
‘Including retailers’ excises 


tion with a full employment level 
of national income, could be ex- 


Snipvibed pected to yield more than $30 bil- 
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lion, which is substantially above the anticipated 
peacetime level of expenditures.”? 

Total revenues are estimated at $29.7 billion, of 
which $26.5 billion are net tax revenues. Individual 
income taxes of $12.2 billion will provide the major 
portion of tax revenues. This is a drop of $3 billion 
from 1946 taxes and of $7 billion from 1945 taxes. 
Corporation taxes are put at $8.2 billion, reflecting, 
in part, the reductions effected by the Revenue Act 
of 1945. Collections of other taxes will remain rela- 
tively unchanged. (See table.) 

Nontax revenues include $2 billion from surplus 
property disposal and rental and $190 million from 
renegotiation of war contracts. 


GOVERNMENT BORROWING 


No new borrowing is anticipated for 1947 except 
through sales of savings bonds and notes. It will be 
necessary, however, to maintain a large volume of 
refinancing in order to finance maturing obligations. 
A $3.9 billion reduction in the total debt is forecast, 
which will be effected by a corresponding reduction 
in the tremendous cash balance accumulated in the 
Treasury. Thus, on June 30, 1947, it is expected that 
the debt will stand at $271.6 billion. The cash bal- 
ance, which was $24.7 billion on June 30, 1945, will 
drop to $3.2 billion by the end of 1947. 

The debt limit, at present $300 billion, may be 
slated for reduction. Senator Byrd, chairman of the 
Joint Economy Committee, has introduced a bill to 
reduce the debt limit to $275 billion. 


Lucie B. Locxetts 
Division of Business Economics 


1“Message of the President on the State of the Union and Trans- 
mitting the Budget,” p. LIV 


Earnings and Hours 
in Manufacturing 


OURLY and weekly earnings of production and 

related workers rose from October to November 
in the twenty-five manufacturing industries surveyed 
each month by Tue Conrerence Boarp. Length of 
the work week was somewhat reduced, and “real” 
weekly earnings remained at the previous month’s 
level. Since data for General Motors for November 
are not available owing to the strike, statistics for the 
automobile industry are based on incomplete data 
and the indexes of employment, man hours and pay- 
rolls are preliminary only, and will be revised. Wage- 
rate increases reported in November were substan- 
tially greater than for some time past, averaging 0.4% 
for all workers in the twenty-five industries. 


SMALL RISE IN EARNINGS 


Hourly earnings averaged $1.089 in November, 
0.9% more than in October. This increase was not 
great enough to offset entirely the decreases during 
the preceding four months, and the November aver- 
age was still 2% below the peak level reached in June, 
1945. There were several reasons for the increased 
earnings in November—wage-rate increases, premium 
pay for the various holidays during the month and 
shifts in employment distribution of one type or an- 
other. Since January, 1941, the base date of the 
Little Steel formula, hourly earnings have increased 
43.5%. 


EARNINGS, HOURS, EMPLOYMENT, PAYROLLS, PRODUCTION WORKERS|', 25 MANUFACTURING INDUSTRIES 
Norte: Hourly earnings are not wage rates, because they include overtime and other monetary compensation 


Average | Average 

Average | Avera Actual Noe pd 

Date Hourly Weekly par noe reek per 

Earnings | Earnings Production| Production 
Worker orker 

1944 November.......... $1.079 | $49.42 45.6 44,2 
Decemberiiss.c. sna é 1.086 | 49.91 45.8 44.3 

1945 January............ 1.095 | 50.80 46.2 44.3 
Hebruary.s.). is. 56s 1.095 50.58 46.0 44.3 
Miarehy tsi... 2yntet 1.101 50.99 46.1 44.4 
rile Re ids «5 cciter' 1.101 50.13 45.4 44.4 
A Se BPS 8 Se SS 1.100 49.62 45.0 44.3 
Ges ah Setehe vinne oO. Pare 50.33 45.2 44.3 

LETRA eee ee oe 1.106 49.00 44.3 44.2 
LTE Oe ee Oe 1.103 47.73 43.4 44.1 
September.......... 1.085 | 45.74 42.3 43.4 
DACTOROE vcs en aan ns 1.079 | 45.50r] 42.37} 43.1 
November.......... 1.089 | 45.70 42.1 42.9 


Hourly Earnings 


199. 
200 


202. 
202. 
203. 
203. 
203. 
205. 
204. 
203. 
200. 
199. 
201. 
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Index Numbers, 1923=100 


Weekly Earnings Actual 


Hours per Employ- Total tke 
Basins ie ee 
Real orker 

189.4 185.7 176.4 92.7 137.8 Cy rf 255.9 
189.9 187.6 177.5 93.1 138.0 | 128.5 258.9 
191.5 190.9 180.6 93.9 137.5 129.1 262.5 
191.8 190.1 180.2 93.5 137.4 128.5 261.2 
193.1 191.6 181.8 93.7 136.2 127.6 261.0 
192.3 188.4 178.1 92.3 134.0 123.7 252.5 
191.4 186.5 175.6 91.5 130.9 119.8 244.1 
192.1 189.1 176.9 91.9 127.6 117.3 241.3 
191.2 184.1 17232 90.0 123.2 110.9 226.8 
191.3 179.4 168.3 88.2 119.5 105.4 214.4 
188.9 171.9 161.9 86.0 103.8 89.3 178.4 
187.6 171.0r| 160.9r 86.0r| 104.17 89.5r| 178.0r 
188.7 g ty Wiel 160.9 85.6 103.7 88.8 178.1 
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Weekly earnings have varied little in the last three 
months. They declined 0.5% from September to 
October and then rose 0.4% in November, leaving the 
November average of $45.70 only 4¢ below Septem- 
ber. Averages for these three months were lower than 
during any month since April, 1943, but higher than 
during any month before then. Since November, 
1944, weekly earnings have declined 7.5%, but since 
January, 1941, they have increased 49.3%. 

The increase in the cost of living from October to 
November was the same as that in weekly earnings, 
so, real weekly earnings, or the amount of goods and 
services that could be purchased with the actual re- 
turn, did not change during the month. However, 
they were 8.8% less than in last November. In spite 
of the rise in the cost of living, the average produc- 
tion worker could buy 20.3% more with his weekly 
earnings in November, 1945, than in January, 1941. 


HOURS LESS THAN DURING WAR 


Average hours, like weekly earnings, showed very 
little change in the three months from September to 
November. After dropping 1.1 hours from August to 
September, they remained unchanged in October, and 
decreased only 0.2 hour in November. The Novem- 
ber work week of 42.1 hours was shorter than during 
any month since December, 1941, but longer than 
during any month from May, 1931, to that date (with 
the single exception of July, 1933). It was 3.5 hours. 
or 7.7%, less than in November, 1944. The average 
hours of women workers dropped below forty a week 
for the first time since October, 1942. Nominal hours 
a week, or the scheduled number of hours of operation 
of a plant, shift or department for one week, continued 
the decline begun in July. They averaged 42.9 hours 
in November, or 1.5 hours less than the wartime 


peak of 44.4 hours which was reached in March and 
April, 1945. 

A slight drop from the October level was shown in 
the preliminary employment index for November, 
but the change was so small that the final figure could 
easily move in the opposite direction. Similarly, the 
preliminary payroll index showed only a very slight 
increase from the October level. 


Evizasetu P. ALLIson 
Statistical Division 


Cost of Living in 
November 


AMILIES of wage earners and lower-salaried 
clerical workers experienced higher living costs 
in November. Tue Conrerence Boarp’s cost of liv- 
ing index reached 106.7 (1923100), which was 0.4% 
above the October level, and 1.3% above November, 
1944. The November index is slightly lower than 
the 24-year high point reached last June and July. 
The over-all increase was largely owing to a rise 
in the food component of 1.0% over the previous 
month. The food rise reflected higher butter prices 
with the discontinuance of the subsidy and continued 
increases in the price of eggs and fresh vegetables. 
The value of the 1923 dollar dropped to 93.7 cents 
in November. This was 0.4 cents below the October 
figure and 1.4 cents lower than it was in November, 
1944, 


COST OF LIVING IN THE UNITED STATES, AND PURCHASING VALUE OF THE DOLLAR 


Weighted 
Date Average of 


Housing! 
All Items 


Clothing 


Fuel and Light ‘ u 
Sundries 
Total? Electricity Gas 


Index Numbers, 1923=100 


1944 November........| 105.3 111.1 91.0 93.9 102.9 84.8 95.8 66.9 94.5 114.6 95.0 
December........ 105.7 112.3 91.0 94.0 103.0 84.9 95.8 66.9 94.5 114.8 94.6 
1945 January.... 105.7 112.1 91.0 94.2 103.4 84.9 95.8 66.9 94.5 114.9 94.6 
February. . 105.5 111.2 91.0 94.3 103.6 84.9 96.1 66.9 94.5 115.1 94.8 
Marchan sic: $n c 105.4 110.8 91.0 94.5 103.8 85.2 96.1 66.9 94.5 115.2 94.9 
April... 105.8 111.6 91.0 94.8 104.0 85.5 96.0 66.9 94.5 115.3 94.5 
May.. 106.2 112.7 91.0 94.9 104.1 85.6 96.2 66.9 94.5 115.5 94.2 
Sunes. b ee 106.9 114.8 91.0 94.7 103.8 85.5 96.3 66.9 94.5 115.5 93.5 
Jaly.5s0 25.2 106.9 114.9 91.0 94.6 103.8 85.3 97.3 66.9 94.5 115.3 93.5 
August...... 106.6 113.9 91.0 94.6 103.9 85.3 97.5 66.9 94.5 115.4 93.8 
Septemb: 106.2 112.9 91.0 94.6 103.9 85.3 97.4 66.9 94.5 115.3 94.2 
October.......... 106.3 112.8 91.0 94.9 103.9 85.8 97.4 66.9 94.5 115.4 94.1 
November........ 106.7 113.9 91.0 94.9 104.0 85.7 96.9 66.9 94.5 115.5 93.7 
oe see: 
Oct. 1945 to Nov. 1945. 0.1 -0.5 +0.1 -0.4 
Nov. 1944 to Nov. 1945. +1. * | ¢ ar i +1.1 +1.1 +0.8 -1.4 


1Data on housing collected t ally, 15, and —_ 15. I October 15, 1945. 
Inet pied co nell wnalep ac ny May an r t is assumed no change has occurred since 
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Of the 63 industrial cities studied, increases in liv- 
ing costs from October to November were noted in 
58. This is double the 29 cities showing increases in 
October and almost ten times the six cities which 
had rises in September. The November increases 
ranged from 0.1% to 1.9%, with the median at 0.3%. 
Duluth, at 1.9%, had the greatest rise, followed by 
Los Angeles with 0.9%, Bridgeport with 0.8%, and 
Milwaukee with 0.7%. No changes were noted in At- 
lanta, Front Royal (Virginia) and Lewistown (Penn- 
sylvania), while declines were apparent in Houston 
(0.1%) , and New Orleans (0.3%) . 

Compared with the respective city indexes for No- 
vember, 1944, increases were observed in 61 of the 63 
cities, with the median increase at 1.5%. The two 
cities in which a decline was noted during the year 
were Front Royal with one of 0.1% and Bridgeport 
with 0.9%. 


G. M. Grays, JR. 
Statistical Division 


Federal Tax 
Calendar 


March, 1946 


11 Withholding tax. Tax withheld from wages during 
February, 1946, if more than $100, is payable to an 
authorized depositary. 


15 Corporate income and excess-profits tax. Return is 
due for calendar year 1945, and one fourth of tax 
payable. One fourth of tax is payable for fiscal years 
ended March 31, June 30 and September 30, 1945. 


Individual income tax. Return is due and tax pay- 
able for calendar year 1945. 


Estimated tax. Declaration of calendar year tax- 
payer, except farmers, is due and one fourth of tax is 
payable, if requirements were met prior to March 
2, 1946. 


Nonresidents. Income-tax returns of foreign partner- 
ships are due; foreign corporations’ and aliens’ returns 
are due and one fourth of tax is payable for fiscal 
year ended September 30, 1945. One fourth of tax 
is payable for calendar year 1944 and for fiscal years 
ended March 31 and June 30, 1945. 


Partnerships. Return is due for calendar year 1945. 


Fiduciaries. Return is due and one fourth of tax is 
payable for calendar year 1945. One fourth of tax is 
payable for fiscal years ended March 31, June 30, and 
September 30, 1945. 


Gift tax. Returns of donors and donees of gifts of 


more than $3,000 to any one person during calendar 
year 1945 are due and tax payable. 


Information returns. Annual return of tax withheld 
at source from interest on corporate bonds and by 
other withholding agents is due but tax is not payable 
until June 15. 


Exempt corporations. Return on Form 990 is due 
from certain exempt corporations with accounting 
periods ended October 31, 1945. 


April, 1946 


1 Excise taxes. Returns for February, 1946, are due and 
taxes are payable. 


10 Withholding tax. Tax withheld from wages during 
March, 1946, if more than $100, is payable to an 
authorized depositary. Employer may elect to pay 
the withholding tax to the Collector on or before 
April 30, 1946. 


15 Corporate income and excess-profits tax. Return is 
due for fiscal year ended January 31, 1946, and one 
fourth of tax is payable. One fourth of tax is pay- 
able for fiscal years ended April 30, July 31, and 
October 31, 1945. 


Individual income tax. Return is due and tax is 
payable for fiscal year ended January 31, 1946. 


Nonresidents. Income-tax returns of foreign part- 
nerships are due; foreign corporations’ and aliens’ re- 
turns are due and one fourth of tax is payable for 
fiscal year ended October 31, 1945. One fourth of 
tax is payable for fiscal years ended January 31, 
April 30, and July 31, 1945. 


Partnerships. Return is due for fiscal year ended 
January 31, 1946. 


Fiduciaries. Return is due and one fourth of tax 
is payable for fiscal year ended January 31, 1946. 
One fourth of tax is payable for fiscal years ended 
April 30, July 31, and October 31, 1945. 


Exempt corporations. Return on Form 990 is due 
from certain exempt corporations with accounting 
periods ended November 30, 1945. 


30 Old-age benefit tax. Return for first quarter of 1946 
is due and tax is payable. 


Unemployment tax. One fourth of 1945 tax is pay- 
able if employer elects to pay in quarterly instal- 
ments. 


Withholding tax. Return of tax withheld from 
wages during the first quarter of 1946 is due, and 
tax is payable. 


Excise taxes. Returns for March, 1946, are due and 
taxes are payable. 


Information returns. Return of tax withheld from 
interest on corporate bonds during the first quar- 
ter of 1946 is due, but tax is not payable until June 
15, 1947. 
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Penalty for Improper Retention of Earnings 


ORPORATIONS have good cause to become ap- 

prehensive about the reasonableness of their 
accumulated profits. Retained profits in no event 
escape corporate taxation, but they have the effect of 
minimizing the income to shareholders who would 
otherwise be subject to higher tax rates. The Internal 
Revenue Code! imposes a high surtax in the nature 
of a penalty, in addition to all other taxes, upon cor- 
porations which are formed or are used for the pur- 
pose of reducing surtaxes of their shareholders or the 
shareholders of another corporation by permitting 
earnings to accumulate instead of being distributed 
as dividends. 


NATURE OF SECTION 102 


Actually, the penalty tax is not levied on the un- 
warranted accumulated surplus. Technically, it is 
applied to “undistributed Section 102 net income,” 
which may only approximate the alleged improperly 
accumulated earnings, and which is computed as fol- 
lows: The corporation’s net income, as reported on 
its tax return, is increased by any allowed net operat- 
ing loss deduction and capital loss carry-over. This 
sum is then reduced by the amount of income taxes 
paid, charitable contributions in excess of 5% of net 
income, disallowed net capital loss, and the resulting 
total is Section 102 net income. To compute undis- 
tributed Section 102 net income, this figure is further 
reduced by the amount of taxable dividends paid, 
allowance for consent dividends, and net operating 
loss credit. All these factors may not be present in 
all instances. The repeal of the excess-profits tax for 
this and subsequent years has eliminated the ad- 
justed excess-profits net income as a deductible fac- 
tor which goes to make the Section 102 tax even more 
oppressive when it is imposed. 

The Treasury’s role in the matter of unreason- 
able accumulations is not so much that of champion 
of shareholders. Rather, the Treasury is seeking to 
insure that these shareholders are not escaping taxa- 
tion through permitting earnings to accumulate until 
a more propitious tax time arrives for their distribu- 
tion. 

On occasion, particularly in closely held corpora- 
tions, shareholders may conspire to accomplish this 
result. On the other hand, the Treasury may fre- 
quently penalize a corporation for unreasonably accu- 
mulating surpluses when the motivating factor may 
have been solely to create a financial reserve to meet 
unanticipated emergencies, or to purchase facilities 
and equipment some time in the future. At best, the 

Section 102 


decision as to whether a corporation has unreasonably 
retained earnings is a matter of judgment, based on 
a unique set of facts involved in each case. And 
should the Commissioner’s interpretation of the cor- 
poration’s intent prevail, the corporation is liable for 
a special surtax of 271% of undistributed Section 102 
net income up to $100,000, plus 3812% on the balance. 


LEGISLATIVE HISTORY OF TAX 


Legislation to discourage the accumulation of cor- 
porate profits which, if distributed would result in the 
imposition of surtaxes upon shareholders dates! back 
to our first income-tax law in 1913.2 This measure 
imposed an additional tax, not on the corporation 
but on the shareholders, who had to include in their 
incomes for tax purposes their respective shares of 
profits, as if a distribution had been made. Under this 
statute, the Treasury was required to prove the 
intent and the perpetration of the fraud by the 
shareholders and the corporation, which it was not 
always able to establish in court. This legal impedi- 
ment was eliminated in the 1918 act.? Consequently, 
the mere proof that the corporation had been em- 
ployed to escape the surtax on its shareholders suf- 
ficed. Commencing with the Revenue Act of 1921* 
the corporation, rather than its shareholders, bore the 
burden of the special tax for unreasonably retained 
profits. This tax became graduated in 1934 and has 
remained so ever since with certain modifications and 
changes in rates. 

The real menace to all corporate profits reserves 
today lies in Treasury Decision 4914 of the year 1939,4 
and Treasury Decision 5398 of 1944.5 which are de- 
signed to implement and enforce the current Section 
102 of the Code. Revenue agents are instructed as 
part of their audits of corporations, after careful ex- 
aminations, to make specific recommendations for the 
assertion or nonapplication of Section 102 in the 
following instances:° 


“1. Corporations which have not distributed at least 
70% of their earnings as taxable dividends. 


“2. Corporations which have invested earnings in securi- 
ties or other properties unrelated to their normal business 
activities. 

“3. Corporations which have advanced sums to officers 


1There was also an undistributed profits tax as part of the income- 
tax law of 1864. 

*Section II-A (2) 

Section 220 

‘T. D. 4914, C.B. 1939-2, p. 108 

°T. 1D. 5398, ILR.B. 1944-16, p.4 

*T. D. 4914, C.B. 1989-2, p.108 
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or shareholders in the form of loans out of undistributed 
profits or surplus from which taxable dividends might 
have been declared. 

“4. Corporations a majority of whose stock is held by 
a family group or other small groups of individuals, or by a 
trust, or trusts, for the benefit of such groups. 

“5. Corporations, the distributions of which, while ex- 
ceeding 70% of their earnings, appear to be inadequate 
when considered in connection with the nature of the 
business or the financial position of the corporation or 
corporations with accumulations of cash or other quick 
assets which appear to be beyond the reasonable needs 
of the business.” 


Section 102 virtually hibernated during the war 
when federal deficit financing and the unbalanced 
budget were the vogue. Then, too, the arguments 
advanced in defense of corporate surplus reserves for 
war exigencies were convincing. 


EFFECT OF WAR’S END 


The termination of the war has altered the eco- 
nomic and financial structure of the country. The 
Treasury expects the tax adjustment and the revenue 
acts of 1945 to make large inroads on its available 
funds through material reductions in revenue aggra- 
vated by the many accelerated tax-refund claims. The 
Revenue Act of 1945 is expected to reduce the federal 
revenue for 1946 by as much as $5,920 million, and 
the year’s deficit has been estimated at $28.8 billion.! 

The immediate repeal of excess-profits taxes, and 
of capital stock taxes for years after June 30, 1945, 
with an accompanying reduction in the maximum 
aggregate income-tax rate for corporations to 38%, 
will make more profits available for dividend distri- 
bution. A failure to distribute profits under these 
circumstances is likely to invite criticism under 
Section 102. 

Operating loss and unused excess-profits credit 
carry-backs and carry-overs may mitigate against 
the plausibility of the argument that large surpluses 
are required to anticipate future deficits. The Tax 
Adjustment Act of 1945 was in part® enacted to pro- 
vide quick funds for companies to finance their peace- 
time reconversion programs. Qualified companies may 
avail themselves of these provisions at once and bene- 
fit within ninety days from rebates of war taxes paid 
during the previous two years, and minimize current 
taxes by applying their carry-overs, if any, to the 
two succeeding years. The resulting liquid assets 
might help to challenge the reasonableness of their 
accumulated surplus reserves. 

Companies may also have at their disposal refunds 
arising from the shortened life of their war facilities. 
To stimulate war production, taxpayers were per- 

1President Truman’s budget message, transmitted to Congress on 
January 21, 1946 

*Revenue Act of 1945 

Section 4 


mitted, under approved certificates of necessity,! to 
amortize the costs of their war facilities over a period 
of sixty months, or a shorter period if hostilities were 
concluded earlier. President Truman’s proclamation, 
announcing the cessation of hostilities for this pur- 
pose, gives taxpayers the option of legally shortening 
the useful life span of these facilities to September 30, 
1945, by filing a certificate of nonnecessity, thereby 
entitling them to a tax refund within ninety days.” 
The result is twofold. First, it entitles such taxpayers 
to a refund of taxes for earlier years resulting from 
the application of an accelerated rate of depreciation. 
Secondly, since these taxpayers will continue to em- 
ploy these facilities in future peacetime operations, 
they will be experiencing profits greater than antici- 
pated because these facilities will no longer be subject 
to depreciation. 

Likewise, postwar 10% credits or bonds on excess- 
profits taxes paid may now be redeemed. The Tax 
Adjustment Act of 1945 converted these deferred and 
nonnegotiable credits and bonds into demand notes,’ 
which puts many a former excess-profits tax corpora- 
tion in an improved cash position currently to finance 
its peacetime operations. 

Those few corporations which have successfully 
prosecuted their excess-profits tax refund claims un- 
der Section 722 of the code may find that these wind- 
falls have augmented their cash positions only to 
embarrass them Section 102-wise. 

The costs of reconversion to peacetime operations 
are large. In accordance with sound tax accounting, 
the smaller items of equipment of brief durability are 
ordinarily deducted in the current year as business 
expenses. Larger expenditures for more durable assets 
are more frequently capitalized and are therefore 
amortized over a number of years depending upon 
their estimated useful lives. On June 1, 1945, the 
Treasury issued Mimeograph 5870* which permits 
as a reconversion inducement the liberal expens- 
ing in the current years of many items® formerly 
capitalized. Basically, all costs necessary for the 
restoration of the taxpayer to prewar status may be 
deducted currently, but all expenditures for the en- 
largement or improvement of operational facilities 
over the prewar status must be treated, taxwise, as 
capital expenditures. Accordingly, the accumulation 
of funds to replace certain types of equipment and 
facilities is not so urgent when the cost of replace- 
ment can be deducted in full currently. 

The vast accumulations of profits resulting from 
conservative dividend policies during the war years 

1Section 124 of the Internal Revenue Code 

2Tax Adjustment Act of 1945, Sections 4 and 7 

8Tax Adjustment Act of 1945, Section 3 

4..R.B. 1945-12, p.2 


5Included in this category are costs attributable to the removal of 
war facilities and materials, the loss in useful value of facilities, the 
moving and reinstalling of machinery, the conversion of buildings, 
and diverse repairs. 
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has made the problem of their propriety acute. Re- 
tained earnings of all corporations for the years 1941 
through 1945 amount to approximately $21.3 billion. 
For 1946, the Treasury estimates that an additional 
$4 billion will be accumulated, owing principally to 
the repeal of the excess-profits tax and the current 
redemption of its postwar credit. This would bring 
the total of corporate retained earnings to $25.3 bil- 
lion. In addition to these amounts, corporations will 
receive refunds or tax deductions through carry-backs 
of an estimated $1 billion attributable to unused ex- 
cess-profits credits and net operating losses during 
1945 and 1946. Speeding up refunds by shortening 
the useful lives of emergency facilities will provide 
another $1.7 billion, according to Treasury calcula- 
tions. Thus, total corporate retained earnings would 
approximate roughly $28 billion for the years 1941 to 
1946 inclusive. 

While wartime corporate earnings, after taxes, in- 
creased very significantly as compared with prewar 
levels for most industrial groups, dividend distribu- 
tions generally increased more moderately, if at all. 
In a study of fourteen manufacturing industries, com- 


Percentage of Increase in Income, Surplus and 
Dividends, Fourteen Manufacturing Industries, 
1939-44 


Source: Tue Conrerence Boarp! 


Net In- cad 

Industry Sunny 

Aircraft and parts........... , 497.5 
Blast escaped and rolling mills ‘ 70.8 
Muamitures. .ca.cdeeteceetee , 85.2 
Motor vehicles............. -0.2 70.6 
Office and store machines 26.5 36.6 
Railroad equipment......... 86.4 38.0 
Beverages: iccahsics seers 25.0 79.2 
AShemicals sac: ae eecse soe 4.9 40.6 
OOU A cies an iste oso te ene arene 23.0 45.7 
POpeP erin: ait-vle pret e sernaneeye 59.2 91.3 
Petroleum...... gia vale pale teg 96.2 48.7 
Rubbes. oo) ues ieee 3 te 59.6 95.5 
Textiles) o\c...ce tease > : i RSC 
‘Tobaccot.. . Sincraacese 80.1 


1See “Corporate Taxes, Surpl and Dividend Policy,” The Conference Board 
Business Baca. November, 1946. ‘3 ‘ 


paring their experiences in 1939 with 1944, corporate 
surpluses in all groups showed a substantial rise 
ranging from 30.1% for tobacco to 95.5% for rubber 
and as much as 497.5% for the aircraft industries. In 
the same period, dividends paid ranged from a drop 
of 26.2% to an increase of 143.8%. A comparison of 
the performances of the various industries is shown in 
the accompanying table. Since much of this corporate 
surplus originated in earnings, there is still the evasive 
question as to how much of it is a proper and justifi- 
able accumulation of profits. 

No general rule as to what constitutes an unrea- 


’These amounts represent earnings after the payment of taxes and 
dividends. Actual amounts are included for 1941 and 1942, while for 
subsequent years the latest published Treasury estimates are used. 


sonable accumulation of earnings can be made. Each 
case must be decided on the particular facts surround- 
ing it. The fate of a corporation in this regard rests 
with the judgment of the revenue agent and his su- 
periors in the Internal Revenue Office. An adverse 
conclusion by the Commissioner may be referred to 
the Tax Court for decision, but the taxpayer is, in 
most instances, denied recourse to the higher federal 
courts because the findings of the Tax Court are 
generally final when questions of fact rather than 
law are in dispute, and it is fact rather than law which 
is decisive in a controversy over the reasonableness 
of an earned surplus account.1 Conclusive evidence 
of the accumulation of profits beyond the reasonable 
needs of a corporation is considered decisive evidence 
of the purpose of reducing surtaxes for its sharehold- 
ers, unless the corporation can, by a clear preponder- 
ance of evidence, prove the contrary.” The amount of 
previously retained surpluses will have a bearing upon 
the reasonableness of the amount accumulated in 
the year in question.’ However, the application of 
Section 102 for the improper accumulation of earnings 
in one year does not in itself condemn the corpora- 
tion’s practices in other years.* 

Though this penalty tax was first enacted in 1913, 
it was not enforced until 1928, and up to 1932. only 
one court decision on this problem had been handed 
down. Holding and investment corporations are 
ready targets because of the very nature of their 
operations. Manufacturing and mercantile corpora- 
tions are much less susceptible to its impact. Closely 
held, rather than widely distributed, stock holdings 
are apt to render corporations more vulnerable than 
otherwise to an attack under Section 102. In a re- 
cent case, however, in which 2,200 shareholders were 
involved, this penalty tax was imposed because it 
was to the tax interest of the controlling stockhold- 
ers to have the corporation retain its profits.5 


PROPER ACCUMULATIONS OF EARNINGS 


In the following cases, the taxpayer corporation 
successfully established that its accumulations of 
earnings were reasonable and thus escaped the im- 
pact of the Section 102 tax. 


A motion picture corporation was permitted with im- 
punity to retain accumulated earnings to meet the costs of 
its own productions in the event of the cancellation of its 
contracts. 

Inactive funds of a tobacco corporation, invested in se- 
curities. to be held in readiness as collateral or for conver- 


1Dobson vs. Com’r., 320 U. S. 489, 64 S. Ct. 239 

Section 102 

31.T. 1572, C. B. IL-I, p. 189; Cecil B. de Mille, 31 B.T.A. 1161; 
Almours Securities, Inc. 35 B.T.A. 61, 19 A.F.T.R. 1122 

4United Business Corp. of Amer., 33 B.T.A. 88 

®Trico Products ets 46 aH T.A. 346, affirmed (C.C.A.-2, 1943), 
187 F (2d) 424, 31 A.F.T.R 

6Cecil B. de Mille, 31 B. oe 1161, affirmed (C.C. pie 90 F (2d) 
12, 19 A.F.T.R. 769, certiorari denied October 11, 193' 
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sion into cash when business recovered, was allowed without 
tax penalty. 


A corporation in a small-loans business was permitted 
to accumulate earnings to build up its business without in- 
voking Section 102. During the depression years, the small- 
loans business declined and surplus funds ,were invested 
in common stocks which were sold at a large profit in later 
years.” 


A corporation was permitted to accumulate its earnings 
without penalty to meet the contingency of possibly losing 
its primary customer in a highly competitive industry and of 
reestablishing itself in another state.’ 


A corporation intentionally accumulated earnings with 
impunity to ultimately finance a program of expansion 
which had to be postponed because of the outbreak of the 


war. 


The retention of a portion of profits to replace old equip- 
ment and to meet price cutting initiated by larger com- 
petitors was considered appropriate.’ 


The retention of part of the earnings of a ship broker- 
age corporation to cushion adversities, should war be de- 
clared, was also considered justifiable.* 


A corporation was organized to relieve its principal stock- 
holder from personal liability against many risks in the 
plant nursery business, which were uninsurable. Accumu- 
lated earnings were held reasonable for these special needs 
of the business.’ 


A mining and coal company, also engaged in a profitable 
trading of securities, was permitted without additional tax 
liability to accumulate surplus, because this surplus and its 
capital did not equal its current accounts receivable for all 
its operations. 


A lumber corporation was held not to be accumulating 
forbidden profits because its investments in reality and 
securities of local concerns were necessary to maintain its 
present trade and to prepare for future expansion. The ad- 
ditional tax on shareholders, had a distribution of profits 
been made, would have been negligible, and the loans to 
stockholders were bona fide and not disguised dividend 
distributions.° 


Accumulation of profit reserves of a steel corporation 
for needed equipment was in order because it was not cur- 
rently available on account of the war.® 


1C. H. Spitzner & Son, Inc., 37, B.T.A. 511, nonacquiescence by 
the Commissioner C.B. 1938-2, p. 58 


Industrial Bankers Securities Corp. v. Com’r, C.C.A.-2, 104 F 
(2d) 177, 23 A.F.T.R. 34. See also Mellbank Corporation, 38 B.T.A. 
1108; and Seaboard Security Co., et al, 38 B.T.A. 560 


aL. R. Teeple Co., 47 B.T.A. 270 

*Howard Flint Ink Co., Memo B.T.A., July 14, 1942 
5Bosch Brewing Co., Memo B.T.A., July 27, 1942 
‘Dietze & Co., Inc., Memo T.C., November 23, 1942 


TMillane Nurseries & Tree Experts, Inc., Memo T.C. December 
15, 1942 


8R.C. Tway Coal Sales Co. v. U. S. 3 F. Supp. 668, 12, A.F.T.R- 
1078, affirmed (C.C.A.6), 75 F. (2d) 336, 15 A.F.T.R. 189 


8Charleston Lumber Co. v. U. S., 20 F. Supp. 83, 20 A.F.T.R. 54, 
appeal dismissed (C.C.A.—4), 93 F. (2d) 1018, 20 A.F.T.R. 642 


The Universal Steel Co., 5 T.C. No. 74, August 22, 1945. 


Accumulation of profits for large purchasers of equip- 
ment in anticipation of a war shortage was considered 
proper.’ 


Accumulation of profits in accordance with a consistent 
policy of financing from earnings to meet the needs of in- 
creased inventories occasioned by war conditions warranted 
no imposition of the Section 102 tax.’ 


Accumulations of profits in another case were held reason- 
able in view of wartime business conditions and a plant 
modernization plan. 


A chain of drug stores was allowed, without incurring 
the Section 102 tax, to retain profits for further expansion 
and to meet the requirements for a larger inventory.* 


Caution justified the withholding of dividends after five 
years of consecutive losses in the case of a wholesale and 
retail furniture corporation.” 


A cotton cloth manufacturer was permitted to accumulate 
earnings without penalty for future plant expansion and 
improvements.” 


A transportation corporation was permitted, without the 
additional Section 102 tax, to accumulate earnings to be 
later plowed back into the venture for needed additional 
equipment and facilities.’ 


A corporation supplying machinery to manufacturers of 
sheet and strip steel was forced to abandon its operations, 
and entered the strip mill equipment field because of revolu- 
tionary changes in its original industry. To finance its new 
venture, to protect its customers from liability for patent 
infringements, and for the purpose of purchasing its own 
plant, its accumulations were considered proper.’ 


A bottling corporation was permitted to withhold divi- 
dends without penalty so that it might acquire additional 
facilities, which it consummated shortly thereafter.” 


UNJUSTIFIED ACCUMULATIONS OF EARNINGS 


In the following court decisions, corporations were 
declared to have unjustifiably accumulated earnings 
and as a consequence suffered the penalty Section 102 
tax. Concerned taxpayers might well consider these 
decisions as admonitions against certain modes of 
business conduct. 

A mercantile corporation, engaged in the operation of a 
chain of grocery stores, felt the impact of the Section 102 


tax because of the tremendous increase in value of stocks 
and bonds it owned, the relatively greater amount of its 


Walkup Drayage & Warehouse Co., et al, 5 T.C. Memo Op., 
Dkts. Nos. 3271-3272, June 25, 1945 


*The Syracuse Stamping Co., 4 T.C. Memo Op. Dkt. No. 4025, 
April 9, 1945 

3General Smelting Co., 4 T.C. 313, November 15, 1944 

‘Lane Drug Co., Memo T.C., April 26, 1944 

5R. C. Reynolds, Inc. 44 B.T.A. 356 

®Steele’s Mills v. Com’r (D.C. N.C., 1948) 32 A.F.T.R. 1734 


7California Motor Transport Co., Ltd. et al, Memo T.C., April 23, 
1943 


8Wean Engineering Co., Inc., Memo T.C., July 24, 1943 


®Coca Cola Bottling Works v. U. S. (D.C. Tenn., 1944) 53 F. Supp. 
992, 32 A.F.T.R. 355 
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cash balance as against accounts payable, aggregate value 
of its bonds, stocks and cash which represented four 
fifths of the total accumulation of its surplus profits during 
the preceding ten years, and the large amount of the sole 
shareholder’s indebtedness for borrowings from the cor- 
poration.* 


A holding corporation of stock of other corporations, 
transferred to it by its sole stockholder, unsuccessfully tried 
to save surtaxes by having the dividends paid to the com- 
pany rather than to himself. 


A holding corporation passed on to its sole stockholder 
its profits as loans to its sole stockholder, but this tax 
minimization procedure also failed* 


The sole stockholder of a corporation caused the latter 
to mortgage its property, the proceeds which he in turn 
borrowed, instead of distributing this money to himself as 
dividends. This corporation was also penalized.* 


Three principal stockholders would have paid $80,000 
additional taxes if their corporation’s profits were distrib- 
uted. It had $1,114,000 in cash and bonds and $200,000 in 
liabilities, and no prescribed intentions to employ these 
funds. This practice was condemned.” 


Loans made to stockholders in proportion to stock inter- 
ests in place of the distribution of earnings was adversely 
criticized“ 


The contention that the amount of retained corporate earn- 
ings was essential for the expansion of operations was reason- 
able was refuted because the rate of actual expansion was 
commensurate with increasing sales, an old modernization 
program remained unexecuted, and large loans to family 
members of a major stockholder remained undischarged.’ 


A corporation’s accumulation of earnings to expand plant 
facilities in the future while it had large loans outstanding 
to stockholders, and a large investment in an unrelated 
corporation, was pronounced unwarranted.’ 


The reasonableness of the amount of accumulated earn- 
ings of a corporation for its operational requirements was de- 
clared unfounded in the light of its contradictory historical 


1Helvering v. National Grocery Co., 304 U. S. 282, 82 L. Ed. 1346, 
58§S. Ct. 932, 59 S. Ct. 56, 21 A.F.T.R. 969 

*Williams Investment Co. v. U. S., 77 Ct. C. 396, 3 F. Supp. 225, 
12 A.F.T.R. 671. See also United Business Corporation of America 
v. Com’r (C.C.A.-2), 62 F. (2d) 754, 11 A.F.T.R. 1373, Ct. D. 772, 
C.B. XIII-I 257 
% 3A. D. Saenger, Inc. v. Com’r, (C.C.A.-5), 84 F. (2d) 23, 17 
A.F.T.R. 1245 

4William C. de Mille Productions, Inc. 830 B.T.A. 826. Petition 
for review dismissed by C.C.A.-9, 80 F. (2d) 1010, 17 A.F.T.R. 167 

5Becton, Dickenson & Co., Memo B.T.A., August 4, 1942, affirmed 
C.C.A.-8 (1948), 184 F. (2d) $54, 30 A.F.T.R. 1131 


6Christmann Veneer & Lumber Co., 5 T.C. Memo. Op. Dkt. 4916, 
May 16, 1945 


7John F. Boyle Co. 4 T.C. Memo. Op. Dkt. 1612, December 29, 1944 


®The Whitney Chain & Mfg. Co., 3 T.C. 1109, affirmed (C.C.A.-2> 
1945,) 149 F. (2d) 936 


experience, its investments in securities, and its loans to its 
sole stockholder.* 


Current assets nine times in excess of liabilities, and cash 
and securities three times in excess of those of earlier years 
when the sales volume was almost as great were considered 
prohibitive accumulations for a furniture manufacturing 
corporation.” 


A corporation engaged in collecting dividends and rentals 
was not justified in failing to make a distribution of profits 
because the market value of its assets had depreciated.* 


An insurance corporation was penalized with the Section 
102 tax because its alleged danger of the loss of its business 
from hostile legislation did not warrant accumulations of 
profits since up to the time of the Treasury audit the estab- 
lishment of a state insurance fund was still in the rumor 
stage." 


A naval designing corporation had its reserves of earn- 
ings declared unreasonable, although it insisted it needed 
the funds to become ultimately financially independent and 
to provide funds for conversion costs to a peacetime basis.” 


CONCLUSIONS 


For the current year and in the near future, divi- 
dend policies of many corporations may have to be- 
come more liberal if taxpayers are to avoid exposing 
themselves to the impact of the heavy Section 102 
tax. If surplus reserves are essential and the reasons 
for them are justifiable in the light of the court 
decisions and T. D. 4914 and T. D. 5398, these rea- 
sons should be recorded and preserved, together with 
all supporting evidence such as directors’ minutes, 
and accounting, legal and economic written opinions. 
Although failure to distribute at least 70% of the 
profits of a corporation in any one year may under 
extenuating circumstances be upheld, the Treasury 
will be critical of permanent investments in unrelated 
business ventures, and of loans made to officers and 
stockholders, particularly in closely held corporations. 

As for the past dividend policies of corporations, 
if large profits had been transferred to the surplus 
account for the replacement of equipment, future ex- 
pansion, or postwar economic activity, failure at least 
to make commitments for the implementation of 
such programs, if not their actual undertaking, may 
tend to cast doubt upon the earlier sincerity of these 
programs. 

J. H. LanpMan 
Division of Business Practices 
1M. Greenspun et al, Memo T.C., appealed by Commissioner to 
C.C.A.-5, December 4, 1944 

2W.H. Gunlocke Chair Co., Memo T.C. October 4, 1943, affirmed 
(C.C.A.-2), 145 F. (2d) 791, November 16, 1944 

3A. & J. Inc., 38 B.T.A. 1248 

4Albert L. Allen Company, Inc. v. Com’r. 4 T.C. Memo Op. Dkt. 


112025, November 25, 1944 
5Gibbs & Cox, Inc. v. Com’r., 147 F. (2d) 60, January 29, 1945 
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Excerpts from Replies to Survey of 


Business Experience 
(See article on page 69) 


PRIMARY PRODUCTS 


Abrasives and Asbestos: Maximum Price Set 


“An increasing number of suppliers, principally of fin- 
ished goods, will only accept purchase orders for future ship- 
ment subject to price in effect at time of shipment. This 
policy is not so prevalent on some raw materials where 
labor costs are not the principal factor. We reserve the 
right to cancel before shipment if future price advance is 
not acceptable to us. In noncancellable purchase orders 
for machinery and equipment, we insist on suitable pro- 
tection by mutual agreement of a top guaranteed price, 
or in rare cases cost-plus with maximum price guaranteed.” 

“On contracts for a period of one year, suppliers invari- 
ably make the price subject to quarterly adjustment, and 
the buyer has the privilege of canceling. In the sale of 
our own products, for the most part we do not have esca- 
lator clauses because sales are generally based upon orders 
and not upon contracts.” 

“Our suppliers are not requesting price protection except 
in two cases in which this request has been standard prac- 
tice for many years.” 


Foundries: Cancellation Rights 


“Most of our suppliers are requesting price protection. 
We have always exercised the right to cancel any portion 
of an unfilled order from our suppliers, and we in turn have 
accepted cancellations from our customers.” 


“On long-term contracts, suppliers are to notify us be- 
fore the last fifteen days of the quarter as to price revi- 
sions for the next quarter. If we are not so notified we are 
free to cancel in the event of increases. All our customers 
are notified that prices are subject to upward revision on 
date of delivery in the event of price revision. Quantity 
discounts are not given on short-term contracts.” 

“Almost everything we buy is for spot delivery. On 
those items for which we contract annually, we have 
had such clauses inserted.” 


“Orders are accepted subject to price at time of delivery.” 


Nonferrous Metals: Supply Major Factor 


“Companies seem to be concerned with the assurance of 
supply, rather than definiteness of price. We should expect 
the right to cancel before shipping schedules are fixed in 
the event of price increases. Our present price policy is the 
price in effect on the first day of the month in which ship- 
ments are made.” 

“Suppliers of equipment and machinery in general are 
inserting escalator and price-protection clauses in their pro- 
posals. In many instances orders cannot be placed unless 
we sell. In the sale of our own products, we have been 
fication. However, on long-term contracts covering raw 
materials and supplies, we receive advice as to any revi- 
sion in prices and the seller will generally accept cancella- 
tion if the revised price is unacceptable.” 


Steel Producers: Employ Price-protection Clauses 


“Our suppliers generally are making quotations and con- 
tracts based on prices prevailing at time of shipment. We 


reserve the right to cancel before shipment if price increases 
occur, and we extend the same privilege to those to whom 
we sell. In the sale of our own products, we have been 
making quotations based on prices prevailing at time of 
shipment for some time.” 

“Practically all suppliers who are unable to make spot 
delivery are insisting on some form of price protection 
and few of them will agree to cancellation rights on long- 
term contracts unless the buyer agrees to cancellation costs.” 

“All our orders, whether for delivery in one month or 
twelve months, are taken subject to price in effect at time 
of shipment.” 

“Materials are bought from our suppliers either on a 
firm price basis or the contract stipulates that prices may 
be changed if the ceiling prices are revised by the OPA. 
We accept business only on the basis of prices in effect at 
the time of shipment, but not higher than those approved 
by the OPA.” 


METAL MANUFACTURES 


Automotive Equipment: Limited Open Pricing Allowed 


“All major suppliers refuse to sell to us without an esca- 
lators clause. A few suppliers are willing to negotiate with 
us when such increases occur without any previously agreed- 
upon escalator clause. For more than twenty-five years we 
sold our customers with an escalator clause covering only 
the ups and downs of the steel market. We took our own 
gamble on labor. Now, on every item, the labor factor is 
set forth as a percentage of the total selling price. Then 
our base hourly rate is included. Thus if we increase our 
hourly rate, we can translate it into a percentage increase 
in the selling price of the article. The same applies to 
steel. Some months ago, the OPA removed all controls on 
original equipment for passenger cars.” 

“Not knowing when the demise of the OPA will oc- 
cur, in the event that we are unable to arrive at a firm 
price or for quantities delivered during a specified period, 
we are agreeable to negotiate such situations with the seller. 
We would expect, however, to reserve the right of cancel- 
lation. To a specified extent, open pricing has been au- 
thorized in our industry, and in a large percentage of cases 
it has permitted us to negotiate with the vendor for a 
firm price for definite quantities or for a specific time 
limit.” 

“Our suppliers are not requesting price protection gen- 
erally, but will not take orders for long-term delivery at. 
current prices. In all our purchase contracts, we have a 
clause specifying that prices are subject to change on ninety- 
day notice.” 


Electrical Equipment: Few Long-term Contracts 


“Where prices are not firmly established, we are not 
committing ourselves to long-term contracts. We have the 
privilege of canceling any unshipped commitments for 
most of our products. We accept orders for shipment at 
prices in effect at time of shipment but not in excess of 
OPA maximum prices.” 

“About 90% of our suppliers specify price and date 
of shipment on any quotations, Some of the invoices re- 
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ceived have two prices—the present price and one under 
discussion with the OPA. If the higher price is granted, 
it is retroactive. There is nothing we can do as a buyer 
to protect ourselves other than retain the right to cancel 
the order. We have a statement in our price book that 
orders are not subject to cancellation, but it would take 
some effort to make it stick.” 


“Suppliers, in general, are not giving us the right to 
cancel under long-term contracts without certain unstipu- 
lated cancellation charges. We use two price-protection 
clauses. One of these provides for prices in effect on the 
date of shipment. The other provides for adjustment on 
the basis of Department of Labor indexes of hourly earn- 
ings and wholesale prices.” 


“Practically all our own sales are made on a negotiated 
price basis, and we believe that this covers us should 
there be any drastic rises in raw materials.” 


“Easily 50% of our suppliers are requesting price pro- 
tection. Where delivery commitments fall beyond the 
expected demise of the OPA, more sweeping escalator clauses 
are used. We are working closely with our suppliers, feel- 
ing that personal contact will be the best protection we 
can have. As a supplier, we quote prices subject to 
change without notice.” 


Industrial Machinery: Firm Prices for Spot Delivery 


“When we purchase materials which can be shipped al- 
most immediately we are usually able to obtain a firm 
price; otherwise, we almost invariably must pay the ‘price 
ruling as of date of shipment.’ Suppliers will give us the 
right to cancel before a shipping schedule is fixed in the 
event of a substantial price increase. We sell our own 
machinery at a firm price if we know that delivery can 
be made within approximately three months.” 


“We make use of escalator clauses which, while they 
make no mention of OPA, are simple and clear enough to 
protect us after the expiration of OPA.” 


“Ours is a long-term business, and we are using escalator 
clauses in all contracts where the f.o.b. shop price is $3,000 
or more. The basis of escalation is definitely stated.” 


“The prices in our contracts as a supplier are fixed.” . . . 
“In most instances, we are unable to obtain firm prices for 
our purchases, although where we purchase standard prod- 
ucts, we do have the right to cancel.” 


“In all quotations we insert a clause giving us the right 
to increase prices at time of shipment provided labor and 
material costs have increased. In some cases we have 
given our customers a guarantee that in no event will 
our increase be more than 15%. We only make this guar- 
antee when the customer is insistent.” . . . “We know of 
no basis by which to protect ourselves against price 
increases, and when OPA grants them to our suppliers, the 
increases are often retroactive. All major vendors have 
agreed that we may cancel at any time for any reason so 
long as they are reimbursed for actual cost incurred, if any.” 


“We have been able to obtain firm prices in all instances 
and have had no particular difficulty on cancellation clauses. 
We have used an escalator clause for the past year or two, 
although we do accept some orders on which delivery can 
be made in six to twelve weeks without having the escalator 
clause in effect.” . . “To date, no suppliers have re- 
quested escalator or other types of special clauses, ex- 
cept that no cancellations are allowed. We are requir- 
ing our customers to agree that orders can be canceled if 
we are able to obtain price increases and they are not 
willing to accept the merchandise at the increased price.” 


Machine Tools: Escalator Clauses Not Used 


“Most of our suppliers are endeavoring to protect them- 
selves through price-protection clauses in contracts. We do 
not use escalator clauses, but we are holding our inven- 
tories very closely.” . . . “Several of our suppliers have 
already requested price protection. Where long deliveries 
and substantial amounts are involved, we have inserted 
cancellation provisions with the suppliers’ consent to permit 
adjustment of actual to estimated needs, or as a hedge 
against design changes. As suppliers, we have not as 
yet found it necessary to use any price-protection clauses 
because we can make deliveries in a relatively short 
period.” 

“Many of our suppliers are not only requesting price 
protection but are taking it. In normal times, we make 
shipments of most tools the same day orders for them are 
received. To do business this way, we are obliged to carry 
substantial inventories. This gives us adequate protection 
against possible price increases by our suppliers. Our com- 
pany does not make use of escalator clauses nor do we 
intend to.” 


Office Equipment: Little Protection for Buyers 


“Our suppliers generally seek protection in the form of 
prices subject to price level at date of shipment. There is 
little protection accorded us as the buyer. If our sources 
of supply have been excessively unfair, a solution will lie 
in seeking other sources. Our products are sold on the 
basis of prices and terms in effect at time of delivery.” 

“With the strikes on, and with the probability that there 
will be some substantial direct labor increases, it ‘seems 
only wise to us to put in some sort of a provision for in- 
creases. We have not made use of escalator clauses to 
date but we are seriously considering them.” 

“Most of the raw material that we buy is based on the 
market at the time the purchase is made. On our stock 
line of steel merchandise, we bill the orders at prices pre- 
vailing at time of shipment. The remainder of our stock 
items are sold at prices prevailing today.” 

“The suppliers of our essential materials generally quote 
prices with the provision that the price will be OPA ceiling 
or other authorized price at time of delivery. We have 
been unable to secure long-term contracts, and such con- 
tracts as we have secured do not give us the right to can- 
cel in the event of marked price increases.” 

“So far our suppliers are insisting on relatively short- 
term contracts at firm prices. Our major commodities are 
all handled on the basis of prices in effect at time of 
shipment. Our protection is the sale of our merchandise 
. prices in effect at time of shipment or with an escalator 
clause. 


OTHER MANUFACTURES 
Chemicals: Quarterly Revision of Prices 


“Most contracts for chemical raw materials include price- 
adjustment clauses which provide for quarterly ad- 
justments. We use clauses of this same type. We do 
not have any short-term contracts for supplies furnished 
us, nor do we make short-term contracts.” 

“Practically all suppliers are requesting escalator clauses 
calling for a right to revise prices at the beginning of each 
calendar quarter. However, we insist upon the right to 
cancel. We also try to include in all of our contracts a 
price-decline clause.” 

“Suppliers to an increasing extent are requesting price 
protection in contracts. Where firm prices cannot be ob- 
tained, we have the right to cancel, although in the case 
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of fabricated metal products, cancellation would usually 
involve the payment of some penalty. Since the bulk of our 
commodities are sold on the basis of short-term contracts, 
we do not employ escalator clauses to any marked degree.” 


“We have no protection on any of our long-term contracts 
except the right to cancel if we can supply the seller 
with satisfactory evidence that we could purchase lower 
elsewhere, in which case the seller can either meet the 
price, or release the buyer from the undelivered portion of 
the contract. We use escalator clauses in contracts extend- 
ing over three months to permit revision of prices at the 
end of each ninety-day period, provided the OPA author- 
izes such increases, or the OPA is eliminated.” 


“In most cases, our purchases are limited by govern- 
ment restrictions against carrying higher than sixty-day 
inventories. Consequently, we have had no trouble in 
obtaining firm prices. It is not and has never been our 
policy to request price protection for spot purchases or 
short-term contracts. In our long-term contracts we pro- 
vide for price revisions quarterly, up or down, commen- 
surate with actual changes in direct manufacturing costs.” 


Food: Protection against Tax Rises 


“In our buying, price-protection clauses apply primar- 
ily to our purchases of supplies and certain ingredients 
rather than to raw materials, They specify changes in 
ceilings and government taxes, primarily. Our own sales 
contracts allow for price protection made necessary by 
increased government taxes. Escalator clauses may well 
afford a reasonable amount of insurance against over- 
ordering and duplicate orders.” 


“Sellers of machinery, equipment and supplies protect 
themselves by the insertion of clauses in contracts and order 
acknowledgments to protect them in the event of increased 
costs. We have now, as an industry, been successful in 
getting a type of escalator clause inserted in our con- 
tracts.” 


“Practically all our raw material is bought on the basis 
of present price or price at time of shipment, whichever 
may be higher. We are not asking our buyers for any 
protection clauses in our sales contracts.” 


“In many cases, flat bids have been submitted for sup- 
plying us for a year’s time, although in some of these, 
the suppliers reserve the right to open up the prices 
for consideration at the end of a six-month or three- 
month period. In these cases, we have the right to cancel. 
In our own business, we do not use escalator clauses except 
~ some government contracts where price ceilings are in 
effect.” 


“Our business is made up of short-time transactions so 
there is no justification for the use of escalator clauses.” 


“Only manufacturers of equipment who require over four 
months to fabricate and who are dependent on the pur- 
chase of materials at increased costs, have requested OPA 
escalation permission. Cancellation of orders for such 
equipment is not permitted by the manufacturer. As a 
supplier, we do not make contracts, although we do take 
standing orders for successive shipments at regular inter- 
vals on the basis of prices at the dates of shipment.” 


Paper: Protection Necessary 


“Almost without exception, suppliers require a clause 
providing that the price prevailing at time of shipment 
shall apply to any materials scheduled for future ship- 
ment. They are also reluctant to grant the right to can- 
cel, We ourselves make use of the same clause in order 
acknowledgments. We do not write long-term contracts, 


but, in the case of such contracts, prices are almost uni- 
versally adjustable quarterly, with the provision that 
such adjustments must be mutually satisfactory to both 
buyer and seller.” 

“Substantially all suppliers are requesting price protec- 
tion. Where OPA control exists, these clauses provide 
for an increase whenever the OPA ceiling price is raised, 
and, in many instances, they demand the right to make 
increases retroactive if the OPA price ceiling is retroactive. 
In addition, they provide the right to increase prices after 
OPA control ceases, and in the event of any increase in 
material or labor costs. Generally, these clauses give us 
the right to cancel, and, in most instances, there is also 
a time lag involved of from thirty to sixty days. With re- 
spect to our sales, the real distinction lies between spot 
orders and contracts. In spot orders, prices are generally 
the OPA ceiling price in effect at the time the order is 
accepted. With respect to contracts, for many years 
we have provided for the right to revise prices quarter- 
ly and in addition we now provide for the right to in- 
crease prices in the event of an increase in OPA ceiling.” 

“All paper purchases made by us are subject to the 
price prevailing in the quarter in which delivery is made. 
Other major supplies are subject to prevailing price at 
time of shipment. We use a price-protection clause in all 
our contracts; however, in actual practice, it is only on 
long-term contracts or on orders which have been held up 
for a long period on which we resort to our privilege of 
adjusting the price.” 

“We are not accepting orders at a firm price beyond 
thirty days. Also, we are acknowledging orders on the 
basis of the OPA ceiling price at time of shipment.” 


“Where we formerly contracted for the purchase of ma- 
terials on an annual basis, and frequently protected our- 
selves against market decline, we now are able to pur- 
chase on a firm price basis only for three or six months. 
We protect ourselves in all instances with the right of 
cancellation. Also, all our order acknowledgments bear a 
clause to the effect that prices are subject to change to 
conform to any future OPA rulings applying at time of 
shipment.” 


Textiles: On Month-to-month Basis 


“We do not make long-term contracts nor do we take 
orders for delivery far ahead. In obtaining supplies, we 
do -not find it necessary to make long-term contracts 
either. We have agreed, in certain cases, to pay higher 
prices by meeting revised OPA ceilings, or by undertak- 
ing to pay an additional amount to cover increased labor 
costs. 


“Tt is not usual for suppliers in our industry to re- 
quest price protection on purchase orders. There are few 
instances in which contracts are made for more than six 
months.” . . . “Many of our contracts provide review of 
prices every ninety days with the privilege of cancella- 
tion.” 

“Other contracts are placed primarily for legal reasons 
or to enable the supplier to estimate his production. By 
long custom our products are sold at prices subject to with- 
drawal or increase without notice, but it has always been 
understood that we would protect any of our customers 
for commitments which they had made based upon exist- 
ing prices, and for which orders had not been placed with 
us.” 

“Everything we are doing today is on a short-term basis.” 


“On spot or open-market purchases, the number of sup- 
pliers requesting price protection is negligible. Our long- 
term contracts carry clauses permitting price adjustment 
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each quarter, but the adjustment price must be agreed 
to by the buyer or he is released from any obligation to 
purchase during the quarter involved. We do not employ 
any escalator clauses as we make our contracts each month 
and they are on a firm price basis.” 

“Owing to the drastic shortages of cotton yarn, we are 
glad to place most any kind of a contract that will enable 
us to get deliveries. Most of these contracts contain a price- 
prevailing clause and are subject to adjustment either up- 
ward or downward at the time of delivery.” . . . “Suppliers 
who can furnish delivery within from thirty to sixty 
days are not as a general rule inserting any escalator clauses 
in their agreements. Suppliers of heavy machinery on 
which delivery will run from four months to a year are 
all protected by an escalator clause. We ourselves use an 
escalator clause as part of our terms of sale.” 

“Suppliers are requesting price protection except for 
spot delivery through the insertion in contracts of escala- 
tor clauses relating to taxes, government charges, labor 
costs and OPA decisions. We use them in about 25% of 
our business.” 


Business 


Book Shelf 


Foreign Trade and Shipping. By the American Maritime 
Council, Inc., J. E. Otterson, Chairman. New York: McGraw- 
Hill Book Company. $3.00. 

An historical comparison between the British and 

American approaches to problems relating to foreign 

trade and shipping which has enabled the council to 

formulate a philosophy for the postwar period. Sup- 
port of British trade dates back to 1381 with the pas- 

sage of the first navigation act providing for the im- 

portation of goods in English bottoms. Thereafter, 

generous mail contracts, loans, subsidies and special 
privileges aimed at boycotting foreign merchandise 
characterized her legislation. Competition from abroad 
was met with shipping conferences and an elab- 
orate system of deferred rebates. Probably best 
known is the policy of imperial preference extending 
special treatment throughout the Empire. Adding to 
the effectiveness of her laws is the integration of 

British financial, industrial and exporting interests 

into trusts, combines and cartels directed at foreign 

producers. The Federation of British Industries works 
hand in hand with the government’s Board of Trade. 

Because the war has wiped out her dollar balances, 

the government will strive to increase exports by one 

half, which means that the tendency to control foreign 
trade operations will become more marked in the 
future. Since 1940, as many as 280 export groups 
have been formed. 

Government assistance in the United States has 
been erratic and frequently poorly timed. The sub- 
sidy was canceled when funds were needed for tech- 


nological changes in ship propulsion. The value of 
our mail contracts let to foreign concerns often ex- 
ceeded those to domestic interests. A tax on hulls 
and marine engines proved a deterrent to shipbuilding 
following the Civil War. Because our national atten- 
tion was focused on the development of the West 
during the period 1860-1890 the proportion of our 
foreign trade carried in American vessels fell from 
67% to 9%. Merchant tonnage has always been at 
a critically low level at the outbreak of war. Yet at 
various periods the initiative fostered by our system 
of free enterprise has enabled us to compete success- 
fully against the monopolistic practices employed by 
Great Britain. Ours was the first country to operate 
ships on scheduled runs; our ships were capable of 
faster speeds. It is the council’s belief that we can 
continue to compete without sacrificing our free- 
dom of enterprise if only government assistance is 
intelligently administered. And this assistance should 
be forthcoming if for no other reason than our need 
for a merchant marine as an auxiliary to the Navy. 


J. H. W. 


Your Own Store and How to Run It. By Robert F 
Chisholm. New York: Thomas Y. Crowell Company. $1.00. 
The author outlines the basic principles of sound re- 
tailing for those who are considering entering retail- 
ing and have little or no experience. Experienced 
retailers will also find these principles of interest. 

Practical advice is given on the importance of 
choosing the right line of retailing, getting the proper 
location, having adequate capital, budgeting, and 
also on the store appearance, including such features 
as layouts and displays. 

Included is an appendix which gives information 
to the veteran, such as a check list of benefits and 
agencies, service organizations, government loans, 
loans under the G. I. Bill of Rights and the area 
offices of the Veterans’ Administration. A. E. R. 


Timing a Century. By Charles W. Moore, D. C. S. 

Cambridge, Mass.: Harvard University Press, $4.00 
The business executive who is concerned about 
problems which he considers are new may discover 
in this history of the Waltham Watch Company that 
earlier generations faced similar troubles. 

This oldest of watch manufacturers in the United 
States, founded some years prior to the Civil War, 
has weathered crises in finances, competition, technol- 
ogy and wartime booms. Housing for industrial work- 
ers, for instance, was a grave problem of the company 
in 1864-1865, although the company had been fore- 
sighted some years earlier in fostering a well-devel- 
oped community of homes around its plant. 

From its earliest days this company emphasized 
interchangeable parts, special tools and mass produc- 
tion, better goods at cheaper prices, and advertising. 
The company also pioneered in publicity, and caused 
a sensation by displaying some of its special machin- 
ery at the International Exposition in Philadelphia 
in 1876. W.J.N. 


